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Why Walton Training?
To say that Walton training merits the very careful considera
tion of anyone interested in preparing himself for the higher •
positions in the accounting field is not enough. This statement
must be supported by the —

Reasons Why
Walton Courses are prepared, irrespective of other considerations, to give
a most thorough training which is sound from the teaching standpoint and
practical in its application to the work of the public accountant, auditor,
comptroller, cost accountant or income tax specialist. Recognition of the
worth of Walton training and the success of Walton students is demonstrated
by the following —

Proofs
Walton students won high honors in the May 1917, 1918, 1919, 1920 and
1921 examinations of the American Institute of Accountants, a record
unequaled by any other educational institution.
One hundred and fifteen Walton students received the C. P. A. degree in
examinations held from November, 1918, to November, 1921, inclusive.
Walton students won thirteen medals in Illinois C. P. A. examinations.
Walton Courses have been endorsed by adoption in schools of commerce of
leading American universities and colleges.
Walton Courses have received the endorsement of leading Certified Public
Accountants throughout the country.
Further proofs of the success of Walton students in C. P. A. and American
Institute Examinations, and in high executive positions gladly furnished
upon request.
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Income Tax
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Greeley, C. P. A., Resident Manager, 25-E West 43rd Street, New York, N. Y.
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In the Country’s Business Centers
ACCOUNTANTS
have become a numerous and influential class,
whose engagements require a considerable
amount of research and reference work

THE GENERAL LIBRARY
which aspires to be a real element in the professional and industrial
progress of its city cannot afford to neglect literature that will cause
the accountant’s mind to turn instinctively to his city’s general library
when confronted with reference work.

No single volume that could be placed on the shelves would
have so broad avalue to the accountant as The Accountants’ Index.
This work, comprising 1578 pages of reference, embraces the
great wealth of available accounting literature in the English language
in print in 1912 and published since that date up to January 1, 1921.
With this work, used in conjunction with the works on ac
counting subjects usually on hand in the well supplied general library
and the photostat service afforded by the American Institute of
Accountants (whereby reproductions of articles or pamphlets not
generally distributed may be obtained at reasonable cost), the general
library would be equipped to render a useful and attractive service
to the large number of accountants in its city.

The price of The Accountants’ Index delivered is $15.00.
A special discount is made on library purchases.

The American Institute of Accountants
New York

135 Cedar Street
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Municipal Accounting in New Jersey
By Edward L. Suffern
What is offered here has to do with the efforts which have
been made in the state of New Jersey to establish a system of
uniform accounting in all its municipalities, including in that
term all its bodies politic, whether designated as cities, boroughs,
townships or counties, and to some extent, at . least, sets forth
what has been accomplished during the last five years.
Prior to the year 1916 it was shown through an attempt to
prepare a digest of the laws relating to municipal finances and
incidentally to municipal accounts that there were at least one
thousand laws upon the statute books affecting such matters,
resulting in such a mass of confused and conflicting legislation
that under it nearly anything might be done and find statutory
shelter. It followed that while the large and strong municipalities
had for the most part approved systems of accounts, more or less
perfect according to the requirements of the local governing
bodies, the great majority of the others lacked many of the most
essential features that such systems should provide.
This condition could only be corrected and redressed through
an omnibus repeal of about everything on the statute book and
the enactment of a few plain logical and practical laws which
should be in their essence of general application to all munici
palities, leaving the necessary differences which must exist in the
methods of accounting between the large and small municipalities
to be worked out practically according to their distinctive needs.
To remedy this condition there was enacted in 1918 a group
of laws dealing with the whole subject of taxation as applied to
real, personal and corporate property, describing what should be
assessed, the method of assessment and the disposition of the
taxes resulting therefrom. These enactments covered, among
other things, the duties imposed upon governing bodies, their
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financial officers, the collection and application of revenues, the
maintenance of the credit of municipalities and the manner in
which their funded obligations should be discharged. They
reduced the incomprehensible clutter of preexisting laws to a few
simple yet comprehensive statutes, thereby accomplishing a
frequently attempted yet unattained result by the simple process
of wiping the slate clean and starting all over again.
As in all similar labors to whatever sphere directed, such
results were due in very large measure to the untiring and per
sistent efforts of one man, in this case the Hon. Arthur N.
Pierson, who through several sessions of the legislature and
through educational campaigns conducted in a number of places
finally succeeded in embodying his purposes and ideas in effective
legislation.

Conceiving of the above accomplishment as the solution of
the major proposition, there followed as a series of corollaries
the enactment of the laws affecting municipal and county finances
and taxation known generally as the “Pierson laws,” which
express the well considered decisions of the “Commission for the
survey of municipal financing of New Jersey.” These decisions
were reached only after most painstaking study of the financial
and accounting conditions existing in a large number of munici
palities, the best manner of correcting the dangers and errors
frequently revealed and the most practical method of securing
and preserving the solvency of municipalities and creating proper
accounting systems.
This was truly a “large order,” but anything less would not
have been sufficient and no more concise and explicit description
of the service these laws were expected to render can be given
than to quote from Mr. Pierson’s own Analysis of the Laws, his
description of “the purpose of the laws.”
“In order that the results sought to be accomplished by these
statutes may be better understood, the underlying purposes of the
laws are given as follows:
“To establish a uniform fiscal policy in all municipalities and
counties.
“To deal with subjects without regard to the size or class of
the municipality or county.
“To impose the recognized principles of sound financing in
all departments of public affairs.
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“To give the taxpayers a voice in the budget, which shall rep
resent the complete programme of the financial transactions
for the year, and shall constitute a contract as between the
governing body and the taxpayer.
“To make the budget and the resultant tax levy represent the
true cost of government.
“To provide for the amortization of present indebtedness by
proper sinking fund requirements.
“To control the creation and retirement of further debt obli
gations that the taxpayers who enjoy the benefits of the
improvement shall pay their proper proportion for its
creation and upkeep.
“To prevent the creation of further floating indebtedness and
refunding obligations.
“To establish a state department having proper supervision
and control of public finances.”
Equally excellent is his description of “the plan of accounting.”
“The plan of accounting which carries through the entire
programme of financing may properly be divided into four distinct
classes, as follows:
“First—Current accounting:
“Under this classification in the current ledger is placed
the accounting of current revenues and expenditures.
The accounts are set up each year from the budget
items. All revenues available for and expenditures
under budget appropriations during the year are ex
pressed under their proper headings. Each year is a
unit, opening with the surplus as shown by the surplus
revenue account, and all accounts are balanced into
this account at the close of the year, leaving only this
account to carry over into the new years. The neces
sary financing for current purposes is also expressed
and controlled in this ledger.
“Second—Trust accounts:
“The accounting of all municipally-owned utilities or enter
prises comes under this classification. The receipts from
services rendered and the fixed charges are expressed
and controlled under the several individual accounts.
“Assessment improvement accounts come under this class,
and likewise must be kept distinct and separate from
all other accounts. The collection from assessments,
together with penalties and interest, which are dedi
cated in their entirety to the payment of interest and
principal of the obligations issued for such improve
ments, are classified under this heading.
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“Third—Capital accounts:
“The transactions incident to financing the construction of
improvements or acquisition of property, the cost of
which is to be borne by the municipality or county at
large, to be financed by note or bond issue, find
expression under this classification in the capital ledger.
The laws authorizing the improvement and the issu
ance of notes or bonds to finance same are distinct from
other laws pertaining to finances and clearly recognize
such undertakings as capital purposes.
“Fourth—Reserve accounts:
“All sinking funds or reserves set up to meet obligations
falling due in the future come under this class. The
stated contributions, their collection and distribution are
clearly defined, as well as the investment and final
disposition of the funds.”
The fundamental law is designated the “budget act” (chapter
192, P. L. 1917—chapter 242, P. L. 1918), and its character is
described as follows: “The budget is the instrument of control
for the year’s current revenues and current expenditures.” In it
all anticipated revenues applicable to current expenditures must
be stated and under its appropriations alone must all expenditures
be made.
The body of the act develops the manner in which the budget
shall be prepared, approved and adopted, allowing sufficient
elasticity to conform to the needs of any municipality but holding
rigidly to the concept that all anticipated revenues applicable to
current revenues must be stated and that expenditures shall only
be made in accordance with appropriations therefor, although
provisions were made for amended appropriations under certain
conditions.
The specifications of the laws are mainly in the direction—so
far as their accounting features are concerned—of prescribing
that the accounts shall be kept in such a manner that the sources
of revenue may be clearly shown, the expenditures therefrom be
consistent with the approved budgetary provisions as they relate
to current, trust, capital and reserve accounts, and that the
financial condition of the municipality be expressed in the same
manner.

Within these limits the accounts may be kept in the form
most convenient and acceptable to accommodate the facts.
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The laws (chapter 236, P. L. 1918) provided for the collection
of taxes semi-annually, the receipts therefrom becoming applicable
to the expenditures of that year.
Much stress was laid upon the necessity of establishing an
equilibrium between the anticipated revenue for the year and the
budget requirements—the former showing the sources of all
revenue other than taxes on property which might be expected to
contribute to that end and permitting of such reasonable appro
priation from surplus revenue as the condition of that account
might justify.
The features mentioned are or should be common to all muni
cipal accounts, and their inclusion in the act was to be expected.
A much more vital matter was the clear instruction which the
act provided for the characterization and designation of the
current indebtedness of a municipality and the powers lodged
with and responsibility imposed upon the “governing bodies” in
respect of creating and liquidating such liabilities.
The law (chapter 192, P. L. 1917—chapter 242, P. L. 1918)
permits a municipality to anticipate the collection of its taxes for
the purpose of meeting its expenditures for appropriations through
the issuance of what it designates as “anticipation notes.” These
notes are issuable in the interval between the beginning of a
fiscal year and the date when taxes become delinquent, but should
any part of such obligations remain unpaid at the close of the
fiscal year, new instruments designated as tax revenue notes shall
be issued for and in lieu of such former obligations, and these
shall be paid out of the collection of the then delinquent taxes
which are held to be dedicated to this purpose.
In view, presumably, of the fact that there might be a number
of instances where the outstanding or current obligations were
greater than could be liquidated through the prompt collection of
delinquent taxes, the law provided that the unpaid notes might
be extended until the end of the third year following the year of
delinquency.
The sinking fund act (chapter 212, P. L. 1917—chapter 243,
P. L. 1918) was a carefully drawn statute clearly describing the
classes of funded obligations to which it applied and providing
compulsory protection for the payment of such obligations at
maturity through the establishing of adequate sinking funds. It
required that in cases where such reserve had not been adequate

325

The Journal of Accountancy
there should be set aside annually such sum in a “special sinking
fund” as might be necessary, in addition to the normal require
ment, to liquidate the funded obligations at maturity, all of which
must be provided for in the budget.
Manifestly, the carrying out of these laws required that all
municipal accounts should be so kept that they should clearly
express the obligations incurred for budget appropriations, the
indebtedness of every nature clearly distinguished, as well as the
sources of revenue from which to meet the appropriations and the
indebtedness. These facts when plainly shown, undoubtedly in
many cases caused bewilderment and dismay in the minds of
governing bodies. Beyond question there were instances when
for the first time the full extent of the municipalities’ indebtedness
in relation to their realizable revenue became apparent and an
appreciation of the fact that liabilities incurred must actually be
paid was forced upon them.
It is common enough knowledge that delinquent taxes any
number of years old and from any reasonable standpoint wholly
uncollectible were regarded as quite sufficient offset to an indebted
ness which was constantly increasing in the light-hearted and
irresponsible way in which the governing bodies often conducted
affairs.
The author of these laws, being himself a business man at the
head of large affairs, had a vivid realization of the fundamental
fact that when an obligation was incurred it had to be paid. This
elemental yet often costly knowledge was translated into legal
enactments, so that its acquisition became compulsory upon all
those who administered municipal affairs. While it is undoubtedly
true that the officers as well as the members of the “governing
bodies” have been with few exceptions honest and conscientious
men, there crept into the administration of municipal affairs in
many instances grave and serious errors fraught with danger to
the solvency of the municipalities and the distress of their tax
payers. Many such faults were due to the fact that the adminis
trators did not know what was legal and what was not, and one
set of officers followed in the well-worn paths of their prede
cessors. Such procedures can no longer find excuse or toleration.
In the main, these laws have followed the beaten track of
similar laws in other states. Some states have had uniform financing
and municipal accounting laws, which necessarily embody the
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essential features of those under consideration. Sinking-fund
reserves, classification of assets and liabilities, carefully balanced
budgets and restrictions of indebtedness are features common to
all. The principal novelty of the “Pierson laws,” in the opinion
of the writer, lies in this: that these form a body of laws uniform
and universal in their application to all municipalities great or
small, yet sufficiently elastic to be adaptable to very simple records
where only simple conditions exist and also fully adequate to
care for all conceivable and complicated accounts in larger places.
Certain prescribed requirements must be met—granting these,
the accounting records may be those most acceptable and intelli
gible to the fiduciary officers and the governing bodies. As the
value of any law must be measured by the degree of its enforce
ment, it was no part of the plan of the author of these laws to
leave their practical application to the tender mercies of those
who would be supposed to make use of them. To the end that
this should not happen, one chapter of the laws (chapter 268,
P. L. 1918; chapter 196, P. L. 1921) provided for an annual
audit of the accounts by licensed auditors for larger municipalities
(which were defined) and at least once in two years for the
smaller ones. Copies of the audit, together with all recommenda
tions made by the auditor, were to be submitted to the department
of municipal accounts.
This department was created under a separate act (chapter
266, P. L. 1918; chapter 105, P. L. 1921) and its functions are
described as follows:
“In passing laws to regulate and control the administration of
the fiscal affairs of municipalities and counties, the proper service
to the taxpayer is only rendered in part. The full service and
value of such laws can only be assured by placing the supervision
of their enforcement under a duly constituted state department.
In order that public officials and taxpayers should both receive
the fullest benefit from this programme of legislation, the
department of municipal accounts has been established and the
commissioner of municipal accounts appointed to administer the
department. This official is given ample power and authority to
supervise the administration of public affairs and render assistance
to public officials in carrying out the provisions of the statutes.”

Such departments exist elsewhere and their duties no doubt
are quite similar but involving generally the direct supervision
and auditing by the department of the accounts of the municipali
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ties. These accounts are classified and differentiated according
to the classification of the cities.
The commissioner of municipal accounts is the head of the
department and is given very broad powers in the exercise of his
office. He can prescribe the system of keeping the sinking-fund
accounts, require audits thereof and make and enforce regulations
therefor. The same powers extend to the general accounts and
fiscal affairs, he being authorized to prescribe the scope and
character of the audit required to be made as well as the form
and substance of the reports to be submitted to him. Penalties
are enforceable upon officials who neglect to transmit such reports
as they are called upon to render.
Chapter 267, P. L. 1918, relates to the registry of auditors,
confining to registered auditors alone the authority to perform
the duties of municipal auditors, and in this act lies the greatest
weakness of the whole series of laws. As written, the act pre
scribes that any one may apply for registration by subscribing to
the following declarations:
(a) That he is fully acquainted with the laws controlling and
governing the finance of municipalities and counties of New Jersey
and is a competent and experienced auditor of public accounts.
(b) That he will honestly and faithfully audit the books and
accounts of a municipality or county when engaged so to do and
report any error, omission, irregularity, violation of law, dis
crepancy or other non-conformity to the law, together with his
recommendations to the governing body of such municipality or
county.
Thus it will be seen the applicant for registration is the sole
judge, in the first instance, of his own qualifications. He may
be densely ignorant from an accounting standpoint of the first
duties of an auditor; he may be a wholly irresponsible and unre
liable person, yet if he declare himself to be otherwise, a license
is issued to him. Surely there should be better protection than
this to the employing municipalities to whom all accountants look
alike. There exist easily available means to distinguish between
accountants who have and who have not attained recognition as
such, and these means should be made use of so that so far as
possible no license should be issued except to responsible men of
known integrity and ability.
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When granted, the license is revocable if the licensee issue
false or misleading reports or omit to report any violation of law
or discrepancy found in the books, etc., or shall have issued audits
of such a nature as not to show an accurate, intelligent and com
plete statement of the financial condition of the municipality or
such as may not comply with the requirement of the department.
Should a license be canceled the licensee has the right of appeal
to the court of chancery and the proceedings are described.
Unquestionably when licenses are granted upon such flimsy
grounds as a man’s own judgment of his qualifications, there
should be very liberal powers lodged in the commissioner to annul
the licenses issued to those who for demonstrably sufficient reasons
were not entitled to hold them. The larger these powers the
better, provided always that the commissioner is himself a fair,
just and impartial man. Should he not be, he has it in his power
to gratify personal prejudices or resentments, not necessarily by
canceling an existing license, which is only good for a year, but
by refusing or neglecting to issue a renewal license when such is
sought. The remedy through an appeal is a very faint one; the
hearings are limited to the consideration of affidavits and answers,
unless books and accounts are referred to, and it would be
especially difficult to prepare affidavits when the affiant was wholly
in ignorance of the grounds upon which the commissioner based
his refusal or neglect to issue a renewal license. There are and
will be many cases where a report may lack some technical feature,
in itself immaterial, which might readily be made use of to
support adverse action. All accountants are familiar with such
possibilities.

The true remedy is to issue licenses only to qualified account
ants, make these licenses automatically renewable upon payment
of the annual fee and revocable only for substantial cause. When
such cause appears the licensee should be accorded a hearing,
being first advised as to the reasons therefor, and have opportunity
to reply. By “substantial cause” is meant such cause as would
have justified the commissioner in withholding a license, if it
had been known in the first place, or such demonstrable failure
to report on important facts as rendered the report unreliable and
inaccurate—not a technical failure to follow form or some equally
inconsequential error.
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The laws have now been in operation for three years. What
have they accomplished? To this the reply can be made: Very
much every way. They have impressed a great many of the
governing bodies which never were so impressed before with the
importance of careful and legalized financing and accurate
accounting. They have imbued many officials with a higher sense
of responsibility and have established and coordinated adminis
trative measures that did not exist or were unrelated before. It
perhaps would be interesting to show from accumulated data some
of the concrete results, that from these might be deduced what
in the near future may be further expected, but this paper is
already too long and no more should now be added, except to say
that accountants can render a great service through their co
operation in securing proper laws in any states in which they do
not now exist.
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Plant Accounts in Invested Capital*
By Lee Perkins
The use of invested capital in the calculation of federal taxes
was intended to remove what might otherwise have been a dis
crimination between the business making a relatively large income
through small investment and the one making a similar income
on a large investment. It was felt that the latter should not pay
so large a tax as the former, so a portion of the income, depending
upon the amount of invested capital, was exempted from the
profits taxes.
The most serious objections to the profits taxes have not been
because of their high rates, burdensome as these have been, for
they have been passed on very successfully. The difficulty has
been in determining what the taxes were going to be soon enough
to pass them on completely. Many enterprises have faced heavy
additional assessments on income earned two and three years ago,
to be paid in these lean years when it is proving difficult to keep
the business alive.
The determination of gross income has been relatively easy,
and the determination of allowable deductions from income has
not been difficult. The determination of invested capital, however,
has been fraught with many pitfalls, and seldom will two men
agree as to what should be allowed. In this determination of
invested capital no group of accounts has caused more trouble,
and furnished more hidden opportunities for the assessment of
additional taxes, than that of machinery, buildings and other fixed
assets.
Accounting was first developed by the bankers, and much of
it is to-day under their control and guidance. With so large a
part of the bankers’ assets in the form of cash or securities
readily convertible into cash, and their business health so depend
ent upon this readiness of conversion, they began at an early
date to disregard the values in their fixed assets, and to confine
their attention to current assets readily convertible into cash.
Bank fixtures and even buildings were written down to insignifi
cant figures or to nothing, and the business man and manufacturer,
dependent largely on the banker for his opportunity to expand,
imbibed his ideas and copied his practices.
* A thesis presented at the November, 1921, examinations of the American Institute
of Accountants.
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The conservative business organized twenty to thirty years
ago put its first machinery and buildings on its books, but as it
developed and expanded, additions and improvements were buried
in operating accounts and closed off against earnings. To exhume
them to-day is usually difficult and sometimes impossible. Coinci
dent with this writing down of plant assets, the theory of
depreciation was well-nigh discredited, or it was at least decided
that the repairs, renewals and replacements, as well as improve
ments, charged against earnings, provided more than enough
margin of safety. This indeed it did, to the sorrow of the owners
when facing profits taxes.

As though the plant accounts were not already too low,
revenue agents, in verifying the correctness of the taxpayer’s
determination of taxes, have analyzed his plant accounts, accu
mulated the additions thereto year by year, and depreciated them
throughout their life at the rather heavy rates that have been so
freely used for deductions in the years of heavy taxes. This has
usually been done without any attempt by the inspector to
analyze the expense accounts of the early years to restore the
many additions and improvements which were charged off, fre
quently, in fact, impossible of identification. The result has been
theoretically, and on the inspector’s schedules actually, to wipe
out all of the early investment in plant, which in reality either
still exists or has been replaced in kind by far more costly
equipment.
The remedy for this situation is an exhaustive study of the
accounts into which the cost of plant items may have disappeared
and a strenuous effort to restore them. As the success in doing
so usually returns, in the way of reduction of additional taxes,
from fifteen to twenty per cent. of the amount restored, when the
years 1917 to 1921 are involved, the search is thoroughly worth
while.
In this search for plant assets charged off, and the preparation
of a claim for their inclusion, the easiest items to discover and
the easiest concerning which to convince the treasury department
as to their place in invested capital are the additions. This is
not difficult if purchase invoices have been preserved. The
schedules setting forth these additions should give a brief
description of the items, the vendor, the date and page number
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of the book of entry, and the account to which each item was
originally charged.
If the books have been kept as outlined, it will usually be
found that even for such additions as have been charged to plant
accounts the cost of installation, freight and cartage, and the
cost of accessory equipment have all found their way into loss
and gain accounts buried in operating expenses. To segregate
and restore such items is difficult and is frequently the result of
the combined efforts of the accountant and engineer.

The cost of installation, chiefly labor, must ordinarily be
estimated, but to be accepted it must be estimated on a sound
basis displayed in much detail. The actual cost of the labor, or
even the labor hours, of installation throughout the period covered
will not often be available. Frequently the labor hours of recent
similar installations may be taken from time tickets, or this
information may be obtained from the experience of the manu
facturers or it may be carefully estimated. A table of the labor
rates in effect during the various years compared with current
rates will give the variation in installation costs by years.

Freight charges will be the product of weight and rates. It
is improbable that the freight bills, even if preserved over a long
period, can be identified with the items of additions sufficiently
to insure the inclusion of all of them. It will be necessary to
obtain the weights from manufacturers or to estimate them
carefully. The rates must be taken from freight bills at the time,
if available, or obtained from the railroads. Cartage may be
estimated from labor and other rates current during the years
involved, compared with current cartage bills.

Betterments and improvements present the hardest problem,
as long after an installation it is difficult to estimate the portion
of an improvement that is a proper charge to plant accounts and
the portion that adds no value but merely replaces old construc
tion displaced. The disposition of this latter portion, replacing
old construction, would be a charge either to operating costs as
obsolescence or to a reserve for depreciation because restoring
accumulated deterioration for which the reserve was provided.
These charges against the reserve have the effect of increasing
invested capital without themselves being subject to depreciation
in subsequent years.
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Replacements may usually be included as additions. This does
not conform to sound accounting, as they or the cost of the asset
they replace would be charged against reserves, except for the
usual element of betterment involved, but the methods of the
department justify their treatment as additions. This is because
in building up plant accounts, and assuming an estimated life,
the additions for each year are eliminated from both the total of
the assets and the accumulated reserve at the end of this estimated
life. There is therefore no occasion to eliminate the cost of a
specific asset when replaced. It is immaterial that the actual
replacement does not occur at the time of theoretical expiration,
as in estimating the life of the group it is assumed to be merely
an average.

Frequently an allowance for old machinery displaced is made
by the vendor and deducted from the face of the invoice for
replacements. Even when charged to plant accounts such replace
ments will usually be found to be entered net after deducting the
allowance. In restoring the accounts for invested capital purposes
the amount of the allowance should be added to the assets and
also to the reserve for depreciation. That it should be added to
the assets is obvious, as the entire cost of the items replaced will
be eliminated at the end of their theoretical life. The addition to
the reserve is to avoid increasing invested capital through such
items and to offset the excessive elimination from the reserve.
The advantage, even though there is no increase in invested
capital, lies in the increase in the basis on which depreciation will
be calculated in the years of heavy taxes. This assumes that such
gain will exceed the loss in the interim through reduction in
invested capital from depreciation taken on the restored allowance,
which will depend to some extent upon the length of this interim
and the depreciation and tax rates.
The federal tax laws, somewhat inconsistently, permit depre
ciation to be included in expense based on fair values March 1,
1913, although such values are not a factor in invested capital.
The excess of depreciation based on fair values March 1, 1913,
over depreciation based on cost may be restored to invested
capital if charged on the books as expense. Ordinarily this
portion of the depreciation will be credited to a special reserve,
“realization of appreciation,” which will be treated as a surplus
reserve.
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The rate of depreciation applied to the fair value March 1,
1913, usually an appraisal value, should be derived from the rate
applied to the assets at cost as used in developing invested capital.
This is illustrated in the accompanying table. If on a certain
class of assets we use a depreciation rate of 10 per cent. based on
cost, equivalent to a life of ten years, additions to plant accounts
acquired in 1902 (depreciated from the beginning of 1903) will
have been depreciated for ten years by the end of 1912, will
theoretically have no remaining life thereafter, and the cost will
be eliminated from the assets and from the reserve. Assets
acquired during 1903 will have one year remaining life after 1912;
assets purchased in 1904 will have two years remaining life, etc.
The average remaining life of the entire group will depend upon
the relative amounts of additions in the various years.
This average remaining life may be obtained by multiplying
the cost of additions of each year not yet eliminated by the
remaining life of the assets purchased that year, adding these
products, and dividing by the sum of the cost of assets not
eliminated. This will give the average remaining life from the
end of 1912 of the assets on hand at that date. Deducting two
months, or one-sixth year, the remainder is the average remaining
life March 1, 1913, and when converted into depreciation rates
may be applied to the fair values March 1, 1913.
The average remaining life March 1, 1913, may be obtained
by a shorter and simpler method than described above. We may
assume that the amount of depreciation for the year 1913 as
determined on the invested capital schedule of plant accounts on
the basis of cost is the same depreciation we would obtain based
upon the net depreciated value at the end of 1912 derived from
cost, using a depreciation rate corresponding to the average
remaining life at that date. Therefore if we divide the net
depreciated value as shown on the invested capital schedule of
plant accounts at the end of 1912 by the depreciation for 1913,
we obtain the average remaining life of all the assets theoretically
on hand at the end of 1912, which corresponds to the assumed
life from date of purchase used in the preparation of the invested
capital schedule. A deduction of two months gives the average
remaining life as at March 1, 1913, and will be considered the
average remaining life of the assets included in an appraisal as at
March 1, 1913, if available, on which the depreciation included in
expense will be based.
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The use of appraisals as at March 1, 1913, as the basis for
depreciation charges in expense is well established if the appraisals
were taken at or about that date. In the published rulings of the
bureau of internal revenue are cases wherein appraisals of real
estate taken a year later than the date at which it was priced have
been accepted. Appraisals taken at a later date but priced as at
March 1, 1913, or any other earlier date must be well supported
by collateral evidence to be allowed.
In using an appraisal taken at a later date, but valued as at
March 1, 1913, items purchased during the intervening period
must be eliminated. If the books have been poorly kept as to
plant accounts it is sometimes difficult to convince the treasury
department that this can be done properly.
Pricing buildings and machinery at reproductive cost as at any
date not too remote is not difficult, as the appraisal companies
have the necessary data recorded at that time. Determining the
condition and the accumulated depreciation as at an earlier date,
however, is more difficult, and upon the satisfactory accomplish
ment of this rests the value of appraisals as at an earlier date
taken to-day for the purpose of reducing taxes. If a satisfactory
solution is possible, the treasury department must accept such
recent appraisals in order that there be no discrimination against
those who were not so fortunate as to have had an appraisal made
about March 1, 1913.
As mentioned earlier, the date March 1, 1913, has no signifi
cance in calculations of invested capital, but in certain circum
stances appraisals as at dates prior to March 3, 1917, may be
used as the foundation of plant accounts in invested capital. When
a partnership or single proprietorship was incorporated, or two
separate corporations were consolidated in a new corporation,
prior to March 3, 1917, the plant assets (and other assets subject
to other limitations of the law, such as intangibles) may be
included in invested capital at their fair cash value at the time of
such reorganization.
If a new company was organized and the assets and business
of a single predecessor company were transferred to the new
company, the plant assets (and other assets as above) may be
included in the invested capital of the new company at their fair
cash value at the time of such reorganization only if in the
reorganization there has been a distinct change of entity.
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The department does not specify what constitutes such a
change of entity, merely stating that there may be such a change
even though there is no change in capital or stockholding, although
substantial changes in either would seem to be the soundest
indication of a change of entity. The department has ruled that
mere reincorporation in a state other than that in which originally
incorporated, in order to avoid objectionable laws, would not be
considered as constituting a change of entity.
Appraisals allowed at reorganizations as indicating the cost
of the plant assets, or the amount of paid-in surplus in connection
therewith, are allowable at no other time than when the assets
are acquired by the company, and are allowable subsequent to
March 3, 1917, the date of enactment of the first excess-profitstax law based upon invested capital only when there is a change
of interest in such assets of more than 50 per cent.
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Steamship-ticket and Money-forwarding
Agents’ Accounts
By Louis H. Ruden
The accounting requirements of the steamship-ticket and
money-forwarding agent present no complex problems nor serious
technical difficulties; and while those features peculiar to the
business will necessarily demand special methods of treatment,
they are simple and involve no new or complicated principles.
The business of the agent consists of selling steamship tickets;
preparing the various documents required by the passenger; for
warding money; trading in foreign currencies as well as in
Liberty bonds and sometimes also in other securities; collection
of bank deposits and wages for customers from out-of-town
localities; writing letters, etc., for illiterates; insuring and for
warding customers’ baggage to steamers, and similar services.
Sometimes the agent is also the owner of hotels for the accom
modation of waiting passengers; occasionally he is an insurance
broker, frequently a banker. Indeed, many banks with a foreign
clientele devote one or more departments to the business of the
legitimate agent. We shall not here concern ourselves with the
hotel, insurance or banking business, but confine our discussion
to the transactions of the ordinary agent with no foreign cor
respondents.
While there are agents who do business on the instalment
plan, these are few and generally insignificant, and need not be
taken into account here. The business of the great majority is
run entirely on a cash basis, so that accounts receivable and, inci
dentally, bad debts are both happily eliminated. Similarly, as he
wants few supplies, he may dispense with the accounts payable
ledger. The few creditors appearing on the books may be kept
readily in the general ledger.
The financial books in use are:
Pending-receipt book
Cash received voucher book
Cash paid voucher book
Cashbook
Journal
Ledger
Other books and records for statistical purposes may be kept,
but these we need not consider.
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The operating accounts in the general ledger may be classified
as follows:
Income accounts
Expense accounts
Steamship-ticket commis
Salaries
sions
Advertising
Documents
Circularizing
Money forwarding
Rent
Foreign exchange
General expense
Baggage
Insurance
Miscellaneous income
In addition the usual asset and liability accounts are kept, of
course, as well as accounts with the currency of each country
concerned and with each steamship and money-transfer company.
The books are balanced monthly; the various income and expense
accounts are closed in the customary manner to a profit-and-loss
account, and a balance-sheet and a statement of earnings are
made up.
After these preliminary remarks we may proceed to take up
in detail the books, the accounts and the transactions.
Pending-receipt book is an ordinary receipt book, bound
and consecutively numbered, with detachable receipts and remain
ing stubs. For convenience three receipts may be printed on a
page, so that the book will have the appearance of the usual
form of cheque book. These receipts are issued in conjunction
with (a) deposits frequently required from customers to insure
against cancellation of orders; (b) money received through the
mail or otherwise the amount of which is insufficient for the
purpose intended or the disposition of which is temporarily
uncertain; (c) cheques or drafts received for collection, payment
upon which will be deferred until collected; (d) amounts left
by passengers for temporary safe-keeping. Money thus received
is credited through the usual medium to an accounts-pending
account in the general ledger, in the numerical order of the
pending receipts issued therefor, each receipt being given one
line in the ledger as is done in the case of “sundry accounts” in
personal ledgers.
These amounts necessarily are eventually either refunded to
the customer or applied to the purchase price, as the case may be.
In the first instance the amount paid is debited in the regular
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manner by means of a cash-paid voucher to the corresponding
number of the receipt redeemed in the accounts-pending account.
When the amount is to be applied to the purchase price, it
becomes necessary to transfer this item from the accounts-pending
account to its proper account. To simplify this procedure and
avoid a host of journal or contra entries, the transfer is effected
by means of a pending-receipt-redeemed column, provided both
on the cash-received voucher and on the debit side of the cash
book. This transfer is made only at the time the balance due on
the transaction is paid. On the cash-received voucher the full
amount of the transaction is first shown (the pending-receipt
returned being considered as cash) ; the receipt is then deducted
and the net amount is brought down. In the cashbook this is
similarly entered, the pending-receipt-redeemed column being a
deduction and therefore a debit column (on the principle of the
ordinary discount column kept in cashbooks). The items there
from are debited to their corresponding numbers in the accounts
pending account. In a busy office where hundreds of these
receipts are issued and redeemed weekly the advantage of this
method cannot be overestimated. In such cases a controlling
account only of these accounts pending is kept in the general
ledger, and the individual items are posted to a subsidiary ledger.
Cash-received-voucher book. Vouchers about 3x6 inches,
bound consecutively, numbered and perforated three or more to
a page, with permanent duplicate sheets, constitute the original
entry books for all cash-received transactions. A money column,
a pending-receipt-redeemed column and four or five lines to
permit the segregation of the several items charged, as well as a
space for the date and sales clerk’s initials, are provided. A
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CASH RECEIVED VOUCHER

Customer’s name

DEDUCT
PRR
No Amt

John Smith

For
American S.S. Co. prepaid ticket No. 1234
Commission
Baggage
Insurance
Letter writing
Date: Jan. 5, 1921
Clerk: J. T. W.

106
5
2
2
1

50
00
50
00
00

391 10

117 00
Amount received
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107 00
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voucher is made out for each transaction, showing the accounts
affected, customers’ names and where necessary other explana
tions. This voucher with the cash goes to the cashier and finally
to the bookkeeper for verification and entry. A carbon copy of
the transaction remains in the book for reference.
The cash-paid-voucher book contains vouchers similar in
form, size, etc., to the cash-received vouchers. They differ from
the latter only in color, so as to be readily distinguishable, and in
the omission of the pending-receipt-redeemed column. These
vouchers are used exclusively for cash paid out of current receipts.
When conditions warrant it, two sets of cash-received and
cash-paid vouchers may be used simultaneously. These should
be differently colored, one set being used for counter transactions
and the other for mail transactions. This would necessitate the
use of two separate cashbooks.
The cashbook contains entries of all cash-received and cashpaid vouchers, listed numerically. It will be noted that payments
made by cheque do not appear in the cashbook at all but are
entered in the journal, as explained later. The difference between
the daily receipts and payments is deposited on the following
morning, and a cash-paid voucher for that amount is made out,
so this book should be balanced daily.
The debit side has the following columns: cash received;
pending receipt redeemed No...; pending receipt redeemed
amount; (the last two are debit columns as before explained);
sundries; steamship ticket commissions; baggage; insurance;
documents; miscellaneous income. The sum of the first and third
columns will equal the sum of the last six.
Cash Received January, 1922
Vouch
No. Date

Item

Cash

Deduct
P.R.R.
No.Amt. Sundry Comm Bagg

5

Amer.SS.P. 1234

302

6

Amer.Exp.No.56789
(for 10,000P.Mks)
50 00

50 00

15 00

15 00

303

P.R. 1413

107 00

391 10

106 50

301

5 00

Ins

2 50 2 00

Doc Misc.

1 00

Pending-receipt-redeemed and sundries columns are posted in
detail—the others in total only. Cash column need not be posted
at all.
The credit side of the cashbook has columns for cash paid;
sundries; documents; general expense; bank. When a control
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account is kept for the accounts pending, special columns are
required on both sides of the cashbook. To provide the cashier
with funds after the deposit is made, a cashier’s fund of say $100
is kept on hand.
The journal performs at once the functions of the credit
side of the ordinary cashbook and the common journal. How
ever, if regard for tradition or a keener judgment or what not
deters one from such usage, two books may be employed. The
divided journal of three columns on either side with an explana
tion space in the centre is suitable for that purpose. The debit
columns may be headed general expense, advertising, sundries.
On the credit side may be sundries, money forwarding (profit)
and bank. All cheques issued are here listed chronologically, the
account chargeable being placed in one of the debit columns and
the credit in the bank column. Adjustments made on money
forwarding advices are journalized immediately beneath the
entry for the cheque issued in settlement thereof. For example:
American Express Co. Dr. $500.00 to bank, Cr., $500.00
Cheque No. 303 issued in settlement of our advice of
this date.
American Express Co. Dr. $27.50 to money forwarding
Cr. $27.50.
Our profit on above advice.
Monthly closing entries and all other usual journal entries are
also made in this book. The totals of all columns with the
exception of sundries are posted at the end of the month.
The ledger is used exactly as in all other kinds of business
and requires no special remarks.

The Transactions
Steamship-ticket transactions. The agent represents as
many steamship companies as possible. They sometimes number
twenty-five of more. His profit from this source consists of a
fixed percentage on the price of each ticket, which is prede
termined by the company and is alike for all its agents. Since
the war this rate has been almost uniformly 5 per cent. on the
gross ocean fare. The reader will understand that the ocean fare
is not the only charge included in a steamship ticket. Railroad
fare from port of landing to passenger’s destination is often
prepaid by the passenger. A war tax is collected by the govern
ment from each passenger. On such items no commission is
paid to the agent.
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Tickets are of two kinds: “outward,” entitling purchaser
here to passage abroad, and “prepaid,” entitling bearer abroad
(for whom the ticket was purchased here and forwarded) to
passage to this country. Another classification is by accommo
dation on the steamer, such as first class, second class, third
class, steerage, cabin, etc. But while these distinctions determine
the price of the ticket, they do not affect treatment on the agents’
books. Blank tickets are furnished the agent gratis by each
company. These are in book form and are consecutively num
bered. The numbers rather than the names of the purchasers
are carried through the financial books. Upon sale of a ticket,
a cash-received voucher is made by the sales clerk, giving the
name of purchaser, the name of the steamship company, the
number of the ticket, and the amount received separated into its
elements of cost and commission. In entering the voucher in the
cashbook the full amount received goes into the cash column,
the amount due the company in the sundries column and the
commission earned and the various other charges in their
respective columns. The amount in sundries is then posted to
the company’s account in the ledger.
As soon as possible an “advice list” is made up, showing the
number of each ticket sold, the names of the passengers and their
destinations, amounts collected and due the company and such
other information as the company requires. While this list is
usually made by the sales clerk from the stubs of the tickets sold,
the bookkeeper should verify it from his ledger entries. A
cheque is drawn for the amount due the company and is remitted
together with the advice list. This cheque is posted from the
journal to the company’s account, which should then be in
balance. Refunds for canceled tickets are credited to a refund
account when received from the company and charged to that
account when paid to the customer. It will thus be seen that
very frequently the busy agent will be in possession of large sums
belonging to the various companies. For that reason he is usually
bonded by each company.

Money forwarding. It is not the purpose of the writer to
enter into an exhaustive discourse on foreign exchange, even if
he could. Nor, indeed, will this be necessary, for though fluctu
ations in the rate of exchange directly and materially affect the
agent’s profits, it must be remembered that we are discussing the
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affairs of an agent only, not of a principal, and his initiative is
limited.

In the first place be it understood that the actual money sold
by the agent for transmission abroad is neither seen nor handled
by him—far less forwarded. This .is all done by the forwarding
or transfer company which is equipped with the necessary
facilities of foreign offices and correspondents for the purpose.
The latter also assumes all liability of delivery and of refund if
no delivery can be effected.
The agent’s transactions consist in the selling of drafts and
cheques in their various forms and modifications, drawn on the
transfer company. Books of these cheques, drafts and receipts,
advice sheets, etc., are furnished the agent. These have stubs
or duplicate sheets, are numbered and, as in the case of steamship
tickets, accounts are kept with the numbers, not with the pur
chasers. An example of these transactions will perhaps best
illustrate the points involved.

A customer desires to send 100,000 Polish marks to Warsaw,
Poland. The agent obtains the latest rate (let us say 40 cents
per 1,000) from the transfer company, adds his profit (which is
governed by competition and market conditions) of 10 cents
per 1,000, and charges the customer 50 cents per 1,000 plus the
company’s postage charge of 50 cents—in all $50.50. The agent’s
profit is $10.00. A settlement statement or advice is made up,
giving payee’s name and address and amount to be forwarded.
This with a cheque for $40.50 is sent to the company. The
latter then advises its correspondents in Warsaw to pay to the
designated person 100,000 marks, and upon their doing so the
whole transaction is completed, so far as the agent is concerned.
Suppose, however, that before the agent has advised the sale to
the company there is a slump in the rate of exchange to 35 cents
per 1,000. The agent then makes his advice on the basis of the
new rate and his profit is increased to $15.00. If on the other
hand the rate jumps to 45 cents per 1,000 his profit is reduced to
$5.00. It is clear that in such cases the agent’s profit is not
exactly known when the sale is made, but is contingent upon the
rate of exchange when the advice is sent. This gives opportunity
for speculation to the unscrupulous agent by unduly delaying the
advising of his orders until a favorable drop in the exchange
rates occurs.
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The method of recording these transactions reflects the
uncertainty of their results. When the sale is made the full
amount received is credited to the company’s account and remains
there as a liability until the advice is made up and settled. When
that is done the settlement cheque is charged to the company’s
account. The profit is then ascertained on the entire advice, by
comparing cost and selling prices of each item, and a journal
entry is made charging the company’s account and crediting
money forwarding (income) with that amount. This entry would
naturally balance the company’s account. Unless business is dull
an advice will contain a good many items. In normal times, when
fluctuations of the rate of exchange are never very marked, this
method of transferring money works fairly well. During the
war, however, and the unsettled conditions prevailing in Europe,
many of the money orders forwarded could not be executed by
the transfer companies because of their inability to find the payee.
For reasons not very clear, it sometimes took several years for
the company to apprise the agent and through him the customer
of the non-delivery of the order and to offer a refund. During
this time European exchange had taken a sharp decline so that
customers who had paid say $300 or $400 for 1,000 rubles were
tendered in refund a ridiculously small fraction of the original
amount. This was naturally imputed to the manipulations of the
agent, though he was entirely innocent of any wrongdoing. The
agent neither makes nor loses on a refund. He simply turns over
the amount received from the company to the customer.
To protect the sender in the above cases from such loss, the
expediency of forwarding money in United States dollars is now
generally acknowledged. This does not signify that the payee
will receive his money in dollars; it means merely that he will
get as much of the currency of the country in which he is as the
dollars advised will buy at the time payment is made. The
advantage in this is that the sender in the case of non-delivery
will receive the full amount paid in, less, of course, the agent’s
and company’s charges for service. Money forwarding on this
basis in no way alters the agent’s bookkeeping methods, for
though the profit is here nothing more than a charge for services
in no way dependent upon exchange rates, yet for convenience
it is still calculated on the advice rather than on each separate
transaction.
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Money sent by telegraph or cable does not differ from the
methods above outlined. For an additional charge the transfer
company instead of advising its foreign correspondents by
mail to make certain payments, which is the usual routine, does
so by telegraph or cable to expedite delivery.
Refunds are handled like refunds on steamship tickets.
Foreign-money-exchange transactions consist of buying and
selling the various foreign currencies both paper and specie. The
profit or loss would ordinarily be the difference between cost and
selling price, but here too the element of fluctuation must be
reckoned before accurate results can be obtained.

Ledger accounts are kept with the money of each country,
such as rubles, francs, lire, Austrian kronen, Polish marks, lei,
etc. These are debited both in dollars and the foreign equivalents
for all purchases and credited similarly with all sales. At the
end of the month the balance on hand is calculated at the current
rate and the difference between the amount thus obtained and the
book values is the profit or loss for the month. This difference
is then corrected by a charge to the account and a credit to foreignmoney exchange in case of a profit or the entries are reversed in
case of a loss. Liberty bonds and other securities of similar
nature would be treated in like manner.

We may dismiss the other sources of income with a word.
Documents account is credited with the income received from
the sale thereof and is charged with the cost of paper, vises,
notary fees, etc. The invoice for all baggage delivered will be
received from the express company at the end of the month, so
that the baggage account may be charged. The credits for this
account as well as for insurance will come from the cashbook.
The cost of the insurance sold is known at the time of sale.
The expense accounts are self-explanatory.
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Accounts of Cotton Hosiery Manufacturers
By A. A. Piper
It seems necessary to state at the outset that the writer will
not make any effort to take up every ramification of an audit of
cotton hosiery manufacturers’ accounts, but only items of interest
to accountants who are unfamiliar with this trade which may
be said to be peculiar to these institutions. Such knowledge should
materially assist the practitioner when he is called upon to audit
the accounts of these concerns.
The work of these factories consists in converting the raw
cotton yam into finished hosiery of varying grades, colors and
sizes. The usual factory departments are:
1. Knitting.
2. Looping.
3. Inspecting and mending.
4. Fleecing.
5. Dyeing.
6. Bleaching.
7. Boarding and pressing.
8. Finishing.
9. Paper-box factory.
10. Packing and shipping.

The departments vary, depending upon the size of the plant, type
of machinery, etc. Quite often the paper boxes in which the
hosiery is packed are purchased from outside manufacturers
instead of being manufactured by the concern itself. Some firms
also have their own spinning mill, where they make at least a
part of, if not all, the cotton yarn used in manufacturing the
hosiery.
The selling department of the business is usually in charge of
agents who have their main offices in New York. They employ
their own traveling salesmen and are paid a percentage of the
net sales as a commission.
Accounts Receivable
It is not unusual for sales to be made with a certain allowance
for freight charges in addition to the customary cash discounts
allowed for prompt settlement. The amount of the allowance is
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always computed as a certain percentage on the weight of the
shipment and not on the sales price. In case of concerns at a
distance it is made so as to compete with concerns in closer prox
imity to the purchaser in order to give him as low or a lower
freight rate than that of competitors. These allowances in the
aggregate are often quite large and make an appreciable difference
in the amount of the receivables which can be expected to be
realized in cash. If the accounts fail to reflect any allowance, it
can very readily be ascertained if any are to be made by an
examination of the orders on file.
The auditor must be especially careful to detect any shipments
which have been made subject to the approval of the customer
and have been treated as regular sales in the accounts. It might
be claimed that it would be perfectly proper to treat these ship
ments as regular sales and in event of their return to handle them
through the return-sales account. It must be noted, however,
that “an option to purchase if he likes is essentially different from
an option to return if he should not like.” (Pence v. Carney, 78
Ark. 123.) As a large quantity of seconds is sometimes shipped
in this manner, the best practice seems to be to charge them to
accounts that more clearly indicate their correct status. When
it is definitely ascertained that the shipment will be accepted it
can be charged to the customer’s account. Quite often the goods
are not accepted, and in that event the freight charges must be
paid both ways. All past-due accounts should be carefully scru
tinized and an investigation should be made to see whether or
not the merchandise has been sent “on approval.” Almost the
only way in which an auditor could detect such shipments would
be by unusual terms, deferred payments or the acknowledgment
of the officer in charge.
It will sometimes be found that shipments which have been
made during the first few days after the close of the fiscal period
have been included in the current sales. This is a favorite practice
with some concerns and the argument often advanced is that the
car was partly loaded before the close of the fiscal period. The
railroad bills-of-lading will furnish the exact date of the shipments.

Inventories
Few concerns have accurate cost systems in use, and the
majority have none at all. The methods of valuing the inventories
of work-in-process and finished goods is, therefore, an arbitrary
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one and either good or bad, depending upon the knowledge of the
officer under whose authority it is priced. As much of the work
is performed by automatic machines, with operations clearly
separated by departments, the proper distribution of the factory
overhead is not so complicated as it would seem.

A method of verifying the raw material inventory of cotton
yarn, which can be used to advantage when the concern under
audit does not manufacture many different styles, is to compare
the production with the amount of yarn said to have been used.
As the management usually knows how much yarn it takes to
make a dozen pairs of hose of a given grade and size, the auditor
can use this method in verifying the quantity on hand, if the
amount stated seems unreasonably large. In using this method,
however, an allowance will have to be made for spoilage.

As the work progresses through the factory a certain amount
of waste (spoilage) accumulates. In the knitting department a
machine may break a needle and a whole stocking be spoiled
before the operator discovers the defect. In the looping depart
ment the hose is cut down to the seam and sewed up, with
resultant waste. Since most concerns have a yearly contract with
upholstering or similar firms for the sale of this waste material,
it has a readily ascertainable value, although it is often left out of
the inventory altogether. The auditor of course must demand
that it be included, and, if no inventory has been taken, he must
insist that one be made. If the audit is performed subsequent to
the close of the fiscal period, deductions can be made for the
estimated accumulation since that date. The item is mentioned
here because it is the practice of some concerns to accumulate
the material until a car-load lot can be shipped so as to effect a
saving in the freight charges. In such cases the omission from
the inventory would make a considerable difference in the final
net profits for the period.
The auditor will sometimes find that merchandise received
during the latter part of the month and the corresponding liability
have been omitted from the inventory. As all concerns will be
found to have either a receiving department or some other method
of recording the receipt of merchandise, supplies, etc., the com
parison of the vouchers with such records will detect any
omissions.
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Containers
In purchasing aniline oil, acids, etc., the containers are charged
to the purchaser at stated prices on the invoices and credits are
given for the returns as made. The auditor of course should see
that these containers are included in the inventory. It would not
be correct to show the value of those on hand as a deduction from
the liability on accounts payable as the invoices must always be
paid when due, regardless of the number of containers on hand.
The deductions can be made properly when the credit memo
randum has been received.

Purchase Contracts for Future Deliveries
An item of great importance, especially in an audit for credit
purposes, is the question of contracts for future delivery of raw
materials. Contracts are made on a yearly basis, often involving
the expenditure of hundreds of thousands of dollars, for the
future delivery in monthly quantities of large amounts of cotton
yarns, dyestuffs and chemicals. Although it is not customary
for accountants to include contracts in the assets and liabilities
on the balance-sheet, it is quite obvious that a banker considering
extension of credit would be much interested in knowing about
such items. The contracts for dyestuffs and chemicals usually
contain a clause protecting the purchaser to some extent against
any decline in market prices. This is not the case, however, with
the contracts for the purchase of cotton yarns, and in years like
1920 manufacturers suffered heavy losses on account of such
contracts. When the cotton market has declined to such an extent
that a loss is inevitable, if we are to follow the accountant’s rule
to “anticipate no profits and provide for all possible losses” we
must make some provision for such losses. On the other hand,
if contracts have been placed and the market has advanced con
siderably the banker would like to know this fact also as it would
probably be a point in favor of extending the manufacturer the
desired credit. (For a detailed discussion of the treatment of
purchase contracts see article by Homer N. Sweet, in the March,
1921, issue of The Journal of Accountancy entitled Treatment
of Commitments of Purchasers, etc., on Certified Balance-Sheets.)
An examination of the contract file will give the auditor a
fairly accurate idea of the amounts which the concern will have
to expend monthly therefor, in addition to regular wages of
employees and for miscellaneous manufacturing supplies.
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Freight
For factories in the southern states, the expenditures for
freight on raw materials and supplies are usually large. Often
it will be found that the client has been paying the freight bills
without making any effort to verify the charges, either as to rates
or weight. The auditor must not pass over the freight account
with the assumption that the railroad companies make no mis
takes. Overcharges are frequently collected. When plants are
in small cities the likelihood of overcharge is enhanced, as some of
the transportation companies employ low-salaried and conse
quently inefficient rate and bill clerks. One case is known in
which a small factory had had overcharges ranging from $200 to
$300 a month, which the railroad company was forced to refund.
The auditor should inquire closely into the system of checking
the freight and express bills, particularly if the concern does not
have an efficient traffic manager. Every bill should be verified
both as to rates and weight, and the auditor should make an
examination of a sufficient number of the bills to satisfy himself
that this is being done.
Practically all concerns hold membership in some local textile
or other trade organization. These associations usually have
efficient traffic departments and will verify the freight rates
without making any additional charges. To the small manu
facturer, unable to employ a clerk who has a sufficient knowledge
of classifications and rates to render satisfactory service, this is
particularly advantageous.
Cost Systems
It is not the intention of the writer to go into the details of
cost accounting as applied to this industry, but rather to give
accountants who are unfamiliar with the factory operations some
idea of the conditions. At the present time much interest is
expressed by the manufacturers as to the advisability of installing
cost systems. Many new factories have been put into operation
within the past few years, with the result that competition has
been greatly increased and factory managers are realizing more
and more the necessity of keeping expenses at a minimum. No
doubt the auditor will be frequently asked to explain, perhaps in
considerable detail, the advantages and disadvantages of a modern
cost system and its adaptability to the particular company under
audit.
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As explained in a preceding paragraph, the factory operations
are clearly separated by departments, and as the same styles of
product are continually going through the same operations, it will
be found that in a number of plants, especially the smaller ones,
an estimating cost system, properly used, will give practically all
the desired information. Besides being more simple to operate,
it has the advantage of eliminating the larger expenses involved
in installing and operating the more detailed cost system. An
intimate knowledge of factory operations with a practical under
standing of the principles of cost accounting will enable an intel
ligent employee to operate an estimating cost system; and this
method sometimes will be more satisfactory to the management
than would be the more elaborate systems which some cost
accountants so ardently advocate.
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EDITORIAL

Accountant and Banker
Among the richest blessings of the times is the increase of
cordiality and mutual understanding between men of the same
trade or profession and between men engaged in similar or
related callings.
The time is not immemorial when the banker, for instance,
was in constant fear lest his competitor across the street should
learn something of his business, his customers or his financial
condition. In those days it was often true that the banker felt
himself entitled to know all about his customers but conceded to
the customers themselves no right to a similar acquaintance with
the business of the bank. It is rumored that in remote places
these conditions linger to-day. But for the most part the banker
as we know him is a wide-awake, straightforward man of busi
ness, who has learned the benefits of cooperation with his fellow
banker and is gradually learning that cooperation to an even
further extent is to the advantage of all concerned. Yet among
some of the most progressive bankers there still remains room
for improvement—and it may not be amiss to say so.
Let us glance for a moment at the relationship between the
banker and the accountant. Is it all that it should be? Is there
complete harmony between these two closely allied professions?
Is the banker somewhat prone to demand at times with a degree
of intolerance that the accountant shall set his house in order
while he himself ignores certain manifest needs in his own house
keeping? These questions are prompted by recent utterances of
bankers, notably an address reported in the Boston Transcript of
March 15th, in the course of which the speaker, a representative
of the Merchants National Bank of Boston, expressed a good
deal of dissatisfaction with reports made by accountants and
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submitted by business men in support of their applications for
credit. There have been similar statements by several represen
tative bankers and we admit frankly and freely that there has
been justification for much criticism. Far too many accountants
are ready or seem to be ready to fail to emphasize weaknesses in
the financial condition of clients which should be made clear to
the banker. This matter has received the careful consideration
of leaders in the accounting profession and it is gratifying to
know that committees have recently been appointed by the Robert
Morris Associates, an organization of credit-men of the banks, and
by the American Institute of Accountants in the hope of bringing
about a better understanding between the two professions and
with the firm intention of removing evils which exist.
The point in mind at the moment, however, is not the short
comings of the accountant but rather the somewhat distorted
view of the facts which seems to affect the vision of some bankers.
Looking back over the record of the accounting profession for
the past thirty years, which practically covers the life of American
accountancy, we find a remarkably small percentage of unsatis
factory work and a really astonishing lack of intentionally dis
honest work. It is doubtful if any profession or trade or industry
can present a record as free from moral turpitude as is that of
the accountant. The practitioner in accountancy is not always
a heaven-bom genius, and in a great many cases he lacks the
ethical point of view which should be held by every member of
a learned profession, but he is generally honest and as a rule
strives to present facts as they are.
The banker, however, in some cases seems to have lost his
sense of perspective. He expects the accountant to render services
in excess of the accountant’s engagement. And he expects him
frequently to display an insistence upon details which the banker
himself does not require of his customer. It is all very well to
say that the statement of accounts should reveal this thing or
that and to hold the accountant responsible when the statements
are not complete, but the banker himself is not blameless in the
matter. We firmly believe that if the banker and the accountant
will unite in the demand for access to all matters which have
a bearing upon the financial condition of the client the banker
will find that the accountant can render an indispensable service.
It has been openly stated by bankers that they hesitate to insist
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upon properly certified statements for fear of losing business. If
this is true, as we believe it is in many cases, the banker is not
exactly in a position to criticize adversely the accountant who is
unable to bring pressure to bear upon the client sufficient to
induce a complete exposition of conditions.
What we are trying to say may be summed up in a few
words. Let the banker criticize and accuse the accountant of all
the shortcomings of which he is guilty, but before doing so let
him be sure that he has done his own part well.

Finance, Sound and Unsound
A recent demagogic suggestion that the banks should be
required to disgorge their wealth to finance enterprise and that
thereby burdens would be lifted from the shoulders of the public
must have struck the thoughtful reader with a good deal of force.
The power of the suggestion is the inference of intense ignorance
on the part of the general public.
Unfortunately it seems to be characteristic of the leaders of
labor—or at least of some of them—that they either know nothing
whatever of finance and economics, or else, comprehending the
lack of such knowledge on the part of their audience, they attempt
to put into effect proposals absolutely silly and futile. The idea
that the banks are great depositories of wealth having respon
sibility to no one and that all that is necessary to bring such
resources into common use is legislative enactment or popular
demand is a fair indication of the fatuous nature of much widely
disseminated clap-trap.
Accountants have an opportunity for real service in refuting
the sophistries which are now so much in the air and in the ink.
None knows better than the accountant the facts of finance and
none should be better qualified than he to expound them so that
the public may have knowledge.
The case was aptly put in a recent address by Sir Halford J.
Mackinder at the annual dinner of the Glasgow Chartered
Accountants Students’ Society. With a change of terminology
here and there what was said in Scotland might well have been
said in the United States. We commend to the thoughtful
attention of our readers the following excerpts from a report of
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his speech. There are many men in the public eye to-day who
would receive a benefit and confer one by a grasp of the principles
expressed.
They (as chartered accountants) held a secret which he
wished the public had. That secret was double entry. When
they made a credit entry they knew that they had also to make
a debit entry. If the public only remembered that it would ease
the path of politicians and statesmen. Take, for instance, what
he found, not merely in working-class circles but in the drawing
rooms of London—a belief that the masses of deposits in the
banks were wealth. The fact of the matter was they were debts. If
he went to his banker and persuaded him to give him a credit to his
account he proceeded to write a cheque, with which cheque he
paid the man to whom he owed a debt. That man passed on that
cheque to his banker and forthwith it was wealth to his account.
But that man’s wealth was simply his debt. If they could only
persuade the public to understand that these thousands of millions
which figured today in the balance-sheets of the banks were really
debts, we would have gone a long way towards sanity and a long
way to recuperation in the nation. It seemed to him that at the
present time the profession of the chartered accountant was the
most important in the country. They had to be realists, and their
difficulty was to get business men to be realists. But beyond looking
at the facts they had to go further. They had to be idealists. They
had to sympathize with the business man who called them in.
They had to picture what was not—prosperity. They had to bring
it about. Accountancy was a profession, not a business, and the
essence of a profession was that it had a law of self-denial, of
morality, of public service. It was to that law that the nation
owed its standing in the world to-day. In this age of joint-stock
companies, when all men were interested in commercial ventures,
we required men who drew themselves apart, who refused to touch
profits, who took fees for their services independent of the size
of the business with which they were associated, whose main
aim and function in life was to keep to essential truths. To-day
with limited liability they had distributed responsibility. Bank
ruptcy had lost half its terrors with limited liability. Limited
liability meant that nobody was specially responsible. Therefore
it was that the services of the chartered accountant were abso
lutely necessary to the safety of our civilization.
He knew no finer preparation for public service, for
high statesmanship, for great offices than the profession of the
chartered accountant, generously and broadly prepared for and
conceived. During the war they were constantly told that
what they wanted in parliament was business men. He differed
from that view. The life that had been spent in business, aimed
at the profit of a great company it might be, put a man in a
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different frame of mind from that which was necessary to be a
great minister of the crown. He had not got the altruistic attitude.
The theorist on the other hand, the political economist, perhaps
lacked the concrete knowledge which was got in business; but he
said that the business man lacked a little of the detachment which
was got in academic study, and he held that the public service
required both the concrete experience and the detachment. The
chartered accountant saw the inside of the business, but he saw
it from a detached point of view. He wanted to suggest to the
students that they were the medical advisors of commerce.
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Edited by Stephen G. Rusk

The treasury decisions usually submitted in this department of The
Journal of Accountancy have an appeal limited chiefly to accountants
and even to some of them must be at best but prosy reading. This month,
however, we have a decision that should be cut out by every business man
carrying on a business requiring the taking of inventories, and the rules
laid down should be adopted by him as part of his accounting routine.
It would also make good text material for schools of accountancy and
commercial practices. The decision that has thus excited our admiration
is treasury decision No. 3296 upon the subject of inventories; the necessity
therefor; what may be included and what may not; the methods of
valuation; definitions of “cost” and of “cost or market,” etc. The articles
dealing with inventories in regulations 45 we thought were concise and
comprehensive, but the amendments of these regulations by this decision
are an improvement over the former. Good advice to the readers of this
department is given when we say read this decision carefully.
Another decision worthy of more than passing attention is the one
(No. 3315) embodying a decision of the United States district court upon
the matter of taxable income on tax-free-covenant bonds. The question
of the inclusion in income of the individual of the amount of the tax paid
by the corporation for the bondholder is definitely settled. While account
ants generally have found no difficulty with this question, it has not been
easy, in some instances, to convince the client that the tax paid for him
by the corporation should be included in his income since it was deductible
after the tax had been computed.
Other decisions submitted this month refer to extension of time for
filing certain returns and the exemption from taxation of income from
war-savings certificates.

TREASURY RULINGS
(T. D. 3291—Feb. 21, 1922.)
Income tax.
Extension of time until June 15, 1922, of the final date for filing returns of
domestic corporations (form 1120) for the calendar year 1921, the
fiscal year ended January 31, 1922, and the fiscal year ending February
28, 1922.
Under the authority of section 227 of the revenue act of 1921 a general
extension of time is hereby granted domestic corporations up to and
including June 15, 1922, for completing returns of income for the calendar
year 1921, the fiscal year ended January 31, 1922, and the fiscal year ending
February 28, 1922, conditional upon the filing of tentative returns with the
proper collector of internal revenue on or before March 15, April 15, and
May 15, 1922, respectively, accompanied with at least one-fourth of the
estimated amount of tax due, together with a statement setting forth the
reason why the return can not be completed within the prescribed time, and
a formal request for the extension.
Tentative returns submitted in accordance with the foregoing should
be on form 1120, on which should be written plainly across the face
“tentative return.” Only the. name and address of the taxpayer and the
estimated amount, if any, of the tax due need be stated.
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Any deficiency in the first instalment as determined upon submission
of the final return will bear interest at the rate of 6 per cent. per annum
from March 15, April 15, or May 15, 1922, respectively.
(T. D. 3292—Feb. 28, 1922.)
Income tax.
Extension of time in which to file annual returns of normal income tax to
be paid at the source (forms 1013 and 1042).
In view of the delay which has been occasioned in the printing of
forms 1013 and 1042, annual returns of normal income tax to be paid at
the source, a general extension of time is hereby granted up to and
including April 1, 1922, with respect to such returns for the calendar
year 1921.
(T. D. 3296—March 3, 1922.)
Income tax—Inventories.
Articles 1581-1588, Regulation No. 45 (1920 edition), amended.
Articles 1581-1588, regulations No. 45 (1920 edition), are amended to
read as follows:
Art. 1581. Need of inventories.—In order to reflect the net income
correctly, inventories at the beginning and end of each year are necessary
in every case in which the production, purchase, or sale of merchandise is
an income-producing factor. The inventory should include raw materials
and supplies on hand that have been acquired for sale, consumption, or
use in productive processes, together with all finished or partly finished
goods. Only merchandise, title to which is vested in the taxpayer, should
be included in the inventory. Accordingly, the seller should include in his
inventory goods under contract for sale but not yet segregated and applied
to the contract and goods out upon consignment, but should exclude from
inventory goods sold, title to which has passed to the purchaser. A pur
chaser should include in inventory mercnandise purchased, title to which
has passed to him, although such merchandise is in transit or for other
reasons has not been reduced to physical possession, but should not include
goods ordered for future delivery, transfer of title to which has not yet
been effected.
Art. 1582. Valuation of inventories.—The act provides two tests to
which each inventory must conform: (1) It must conform as nearly as
may be to the best accounting practice in the trade or business, and (2) it
must clearly reflect the income. It follows, therefore, that inventory rules
can not be uniform, but must give effect to trade customs which come
within the scope of the best accounting practice in the particular trade or
business. In order to clearly reflect income the inventory practice of a
taxpayer should be consistent from year to year, and greater weight is to
be given to consistency than to any particular method of inventorying or
basis of valuation, so long as the method or basis used is substantially in
accord with the regulations. An inventory that can be used under the
best accounting practice in a balance-sheet showing the financial position
of the taxpayer can, as a general rule, be regarded as clearly reflecting his
income.
_
The basis of valuation most commonly used by business concerns and
which meets the requirements of the revenue act is (a) cost or (b) cost
or market, whichever is lower. (For inventories by dealers in securities,
see art. 1585.) Any goods in an inventory which are unsalable at normal
prices or unusable in the normal way because of damage, imperfections,
shop wear, changes of style, odd or broken lots, or other similar causes,
including secondhand goods taken in exchange, should be valued at bona
fide selling prices less cost of selling, whether basis (a) or (b) is used,
or if such goods consist of raw materials or partly finished goods held for
use or consumption, they should be valued upon a reasonable basis, taking
into consideration the usability and the condition of the goods, but in no
case shall such value be less than the scrap value. Bona fide selling price
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means actual offerings of goods during a period ending not later than 30
days after inventory date. The burden of proof will rest upon the taxpayer
to show that such exceptional goods as are valued upon such selling basis
come within the classifications indicated above, and he shall maintain such
records of the disposition of the goods as will enable a verification of the
inventory to be made.
In respect to normal goods, whichever basis (a) or (b) is adopted must
be applied with reasonable consistency to the entire inventory. Taxpayers
were given an option to adopt the basis of either (a) cost or (b) cost or
market, whichever is lower, for their 1920 inventories, and the basis adopted
for that year is controlling, and a change can now be made only after
permission is secured from the commissioner. Goods taken in the inventory
which have been so intermingled that they can not be identified with
specific invoices will be deemed to be either (a) the goods most recently
purchased or produced, and the cost thereof will be the actual cost of the
goods purchased or produced during the period in which the quantity of
goods in the inventory has been acquired, or (b) where the taxpayer
maintains book inventories in accordance with a sound accounting system
in which the respective inventory accounts are charged with the actual
cost of the goods purchased or produced and credited with the value of
goods used, transferred, or sold, calculated upon the basis of the actual
cost of the goods acquired during the taxable year (including the inventory
at the beginning of the year), the net value as shown by such inventory
accounts will be deemed to be the cost of the goods on hand. The balances
shown by such book inventories should be verified by physical inventories
at reasonable intervals and adjusted to conform therewith.
Inventories should be recorded in a legible manner, properly computed
and summarized, and should be preserved as a part of the accounting
record of the taxpayer. The inventories of taxpayers on whatever basis
taken will be subject to investigation by the commissioner, and the tax
payer must satisfy the commissioner of the correctness of the prices
adopted.
The following methods, among others, are sometimes used in taking
or valuing inventories, but are not in accord with these regulations, viz:
(a) Deducting from the inventory a reserve for price changes, or an
estimated depreciation in the value thereof.
(b) Taking work in process, or other parts of the inventory, at a nom
inal price or at less than its proper value.
(c) Omitting portions of the stock on hand.
(d) Using a constant price or nominal value for a so-called normal
quantity of materials or goods in stock.
(e) Including stock in transit, either shipped to or from the taxpayer,
the title of which is not vested in the taxpayer.
Art. 1583. Inventories at cost.—Cost means:
(1) In the case of merchandise on hand at the beginning of the taxable
year, the inventory price of such goods.
(2) In the case of merchandise purchased since the beginning of the
taxable year, the invoice price less trade or other discounts, except strictly
cash discounts, approximating a fair interest rate, which may be deducted
or not at the option of the taxpayer, provided a consistent course is followed.
To this net invoice price should be added transportation or other necessary
charges incurred in acquiring possession of the goods.
(3) In the case of merchandise produced by the taxpayer since the
beginning of the taxable year (a) the cost of raw materials and supplies
entering into or consumed in connection with the product, (b) expendi
tures for direct labor, (c) indirect expenses incident to and necessary for
the production of the particular article, including in such indirect expenses
a reasonable proportion of management expenses, but not including any
cost of selling or return on capital, whether by way of interest or profit.
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(4) In any industry in which the usual rules for computation of cost
of production are inapplicable, costs may be approximated upon such basis
as may be reasonable and in conformity with established trade practice
in the particular industry. Among such cases are (a) farmers and raisers
of live stock (see art 1586), (b) miners and manufacturers who by a
single process or uniform series of processes derive a product of two or
more kinds, size or grade, the unit cost of which is substantially alike (see
art. 1587), and retail merchants who use what is known as the “retail
method” in ascertaining approximate cost. (See art. 1588.)
Art. 1584. Inventories at market.—Under ordinary circumstances, and
for normal goods in an inventory, “market” means the current bid price
prevailing at the date of the inventory for the particular merchandise in
the volume in which usually purchased by the taxpayer, and is applicable
in the cases (a) of goods purchased and on hand, and (b) of basic ele
ments of cost (materials, labor, and burden) in goods in process of
manufacture and in finished goods on hand; exclusive, however, of goods
on hand or in process of manufacture for delivery upon firm sales con
tracts (i. e., those not legally subject to cancelation by either party) at
fixed prices entered into before the date of the inventory, which goods
must be inventoried at cost. Where no open market exists or where
quotations are nominal due to stagnant market conditions, the taxpayer
must use such evidence of a fair market price at the date or dates nearest
the inventory as may be available, such as specific purchases or sales by the
taxpayer or others in reasonable volume and made in good faith, or com
pensation paid for cancelation of contracts for purchase commitments.
Where the taxpayer in the regular course of business has offered for sale
such merchandise at prices lower than the current price as above defined,
the inventory may be valued at such prices less proper allowance for
selling expense, and the correctness of such prices will be determined by
reference to the actual sales of the taxpayer for a reasonable period before
and after the date of the inventory. Prices which vary materially from
the actual prices so ascertained will not be accepted as reflecting the
market. It is recognized that in the latter part of 1918, by reason among
other things of governmental control not having been relinquished, condi
tions were abnormal and in many commodities there was no such scale
of trading as to establish a free market. In such a case, when a market
was established during the succeeding year, a claim may be filed for any
loss sustained in accordance with the provisions of section 214 (a) (12)
or section 234 (a) (14) of the statute. (See arts. 261-268.)
Art. 1585. Inventories by dealers in securities.—A dealer in securities,
who in. his books of account regularly inventories unsold securities on
hand, either (a) at cost or (b) at cost or market, whichever is lower, or
(c) at market value, may make his return upon the basis upon which his
accounts are kept; provided that a description of the method employed
shall be included in or attached to the return, that all the securities must
be inventoried by the same method, and that such method must be adhered
to in subsequent years, unless another be authorized by the commissioner.
For the purpose of this rule, a dealer in securities is a merchant of
securities, whether an individual, partnership, or corporation, with an
established place. of business, regularly engaged in the purchase of
securities and their resale to customers, that is, one who as a merchant
buys securities and sells them to customers with a view to the gains and
profits that may be derived therefrom. If such business is simply a branch
of the activities carried on by such person, the securities inventoried as
here provided may include only those held for purposes of resale and not
for investment. Taxpayers who buy and sell or hold securities for invest
ment or speculation, and not in the course of an established business, and
officers of corporations and members of partnerships, who in their indi
vidual capacities buy and sell securities, are not dealers in securities within
the meaning of this rule. A dealer in securities is not entitled to the
benefits of section 206 with reference to the gain from the sale of securities.
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Art. 1586. Inventories of live-stock raisers and other farmers.—(1)
Farmers may change the basis of their returns from that of receipts and
disbursements to that of an inventory basis, which necessitates the use of
opening and closing inventories for the year in which the change is made.
There should be included in the opening inventory all farm products
(including live stock) purchased or raised which were on hand at the
date of the inventory, but inventories must not include real estate, build
ings, permanent improvements, or any other assets subject to depreciation.
(2) Because of the difficulty of ascertaining actual cost of live stock
and other farm products, farmers who render their returns upon an
inventory basis may at their option value their inventories for the current
taxable year according to the “farm-price method,” which provides for the
valuation of inventories at market price less cost of marketing. If the
use of the “farm-price method” of valuing inventories for any taxable
year involves a change in method of pricing inventories from that em
ployed in prior years, the opening inventory for the taxable year in which
the change is made should be brought in at the same value as the closing
inventory for the preceding taxable year. If such valuation of the opening
inventory for the taxable year in which the change is made results in an
abnormally large income for that year, there may be submitted with the
return for such taxable year an adjustment statement for the preceding
year based on the “farm-price method” of valuing inventories; upon the
amount of which adjustments the tax, if any be due, shall be assessed and
paid at the rate of tax in effect for such preceding year.
(3) Where returns have been made in which the taxable net income
has been computed upon incomplete inventories, the abnormality should be
corrected by submitting with the return for the current taxable year a
statement for the preceding year in which such adjustments shall be made
as are necessary to bring the closing inventory for the preceding year into
agreement with the opening complete inventory for the current taxable
year. If necessary to reflect the income, similar adjustments may be
made as at the beginning of the preceding year, and the tax, if any be due,
shall be assessed at the rate of tax in effect for such year.

Art. 1587. Inventories of miners and manufacturers. — A taxpayer
engaged in mining or manufacturing who by a single process or uniform
series of processes derives a product of two or more kinds, sizes, or grades,
the unit cost of which is substantially alike, and who in conformity to a
recognized trade practice allocates an amount of cost to each kind, size,
or grade of product which in the aggregate will absorb the total cost of
production, may use such allocated cost as a basis for pricing inventories,
provided such allocation bears a reasonable relation to the respective
selling values of the different kinds of product.
Art. 1588. Inventories of retail merchants. — Retail merchants who
employ what is known as the “retail method” of pricing inventories may
make their returns upon that basis, provided that the use of such method
is designated upon the return, that accurate accounts are kept, and that
such method is consistently adhered to unless a change is authorized by
the commissioner. Under this method the goods in the inventory are
ordinarily priced at the selling prices and the total retail value of the goods
in each department or of each class of goods is reduced to approximate
cost by deducting the percentage which represents the difference between
the retail selling value and the purchase price. This percentage is
determined by departments of a store or by classes of goods, and should
represent as accurately as may be the amounts added to the cost prices
of the goods to cover selling and other expenses of doing business and for
the margin of profit. In computing the percentage above mentioned proper
adjustment should be made for all mark ups and mark downs.
A taxpayer maintaining more than one department in his store or
dealing in classes of goods carrying different percentages of gross profit
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should not use a percentage and profit based upon an average of his entire
business but should compute and use in valuing his inventory the proper
percentages for the respective departments or classes of goods.

(T. D. 3301—March 10, 1922,)
Income tax
Tax exemptions of treasury (war) savings certificates.
Treasury (war) savings certificates, hereinafter sometimes called
“savings certificates,” include all issues and series of United States war
savings certificates and United States treasury savings certificates issued
under the authority of section 6 of the second Liberty bond act of Sep
tember 24, 1917, as amended and supplemented. The act provides, in
section 7 thereof, as follows:
All such bonds and certificates shall be exempt, both as to principal
and interest, from all taxation now or hereafter imposed by the United
States, any state, or any of the possessions of the United States, or by any
local taxing authority, except (a) estate or inheritance taxes and (b)
graduated additional income taxes, commonly known as surtaxes, and
excess-profits and war-profits taxes, now or hereafter imposed by the
United States upon the income or profits of individuals, partnerships,
associations, or corporations. The interest on an amount of such bonds
and certificates the principal of which does not exceed in the aggregate
$5,000, owned by any individual, partnership, association, or corporation,
shall be exempt from the taxes provided for in subdivision (b) of this
section.
Savings certificates issued under this statute are by their terms entitled
to the exemption set forth in this section.
In accordance with the provisions of the statute savings certificates are
issued on a discount basis with interest to maturity discounted in advance
at the rate fixed by the secretary of the treasury. On certificates of the
series of 1918, 1919, 1920, and 1921 (old issue) interest was discounted at
the rate of about 4 per cent., compounded quarterly, if held to maturity,
and about 3 per cent. if redeemed before maturity. Certificates of these
series were issued at a price which increased from month to month during
the year of issue and the certificates mature on January 1, 1923, January
1, 1924, January 1, 1925, and January 1, 1926, respectively. On savings
certificates of the new issue interest is discounted, at present issue prices,
at the rate of about 4½ per cent. per annum, compounded semiannually,
if held to maturity, and about 3½ per cent. if redeemed before maturity.
Certificates of the new issue are issued at a fixed issue price and mature
five years from the date of issue of each certificate. Savings certificates
are not transferable, nor is it lawful for any one person at any one time
to hold more than $5,000, maturity value, of any one series thereof.
In the case of a taxpayer reporting income on a basis of cash receipts
and disbursements the difference between the issue price of the savings
certificates and the amount received upon their redemption is deemed to be
income to the holder in the taxable year when received. The amount
thus received is exempt from all state and local taxation (except estate
and inheritance taxes) and from the normal federal income tax and the
corporation income tax. It is not exempt from graduated additional income
taxes, commonly known as surtaxes, nor from excess-profits and war
profits taxes, except to the extent that it falls within the above-described
exemption in respect of the interest on an aggregate principal amount of
4 and 4¼ per cent. Liberty bonds, treasury certificates of indebtedness,
and savings certificates, not exceeding $5,000. For the purpose of com
puting this limited exemption savings certificates are to be taken at issue
price, and if the exemption is claimed with respect to any holdings of
savings certificates it will be deemed to cover the period during which
the taxpayer holds the savings certificates in respect to which the
exemption is claimed and not merely the taxable year in which the
certificates are redeemed. In other words, if the taxpayer holds and
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claims exemption upon $4,000 (issue price) of savings certificates of
the series of 1922 for the full period of five years to maturity, he will
not be able to claim any exemption with respect to any other holdings
in excess of $1,000 of Liberty bonds, treasury certificates of indebted
ness, or savings certificates under the $5,000 limited exemption above
described for any part of the five-year period. If, on the other hand,
the holder of $4,000 (issue price) of savings certificates, series of 1922,
has during the prior four years taken the full benefit of the $5,000
limited exemption with respect to other holdings of bonds or certifi
cates, he will not be able to claim exemption in the fifth year for more
than the amount by which the maturity value of the savings certificates
exceeds the published redemption price at the beginning of that year.
In the case of a taxpayer reporting on an accrual basis the interest
to be reported for each year is the excess of the published redemption
price of the certificates at the end of his accounting year, or of the
amount received upon redemption if redeemed during the year, over
the corresponding published price for the beginning of that year; and
the interest exempt from taxation, if any, is the proportion of the interest
accrued that the portion of the issue price includable in the exemption
for each year is of the total issue price.
This treasury decision supplements the provisions of articles 79, 80,
and 83 of regulations No. 62 (1922 edition), relating to the income tax,
war-profits, and excess-profits tax.
(T. D. 3315—March 31, 1922.)
Income tax—Acts of September 8, 1916, and October 3, 1917—Decision
of court.
1. Income Tax—Bonds—Tax-Free Covenant.
Under Title XII, section 1205, subdivision (c) of act of October 3,
1917, amending subdivision (c) of section 9 of act of September 8, 1916,
taxes on bonds of a corporation, containing covenants agreeing to pay
to bondholders interest at a prescribed rate without deduction of taxes,
is income to the individual to the extent of the tax thus paid by the
corporation.
2. Normal Tax—Tax on Individual.
The normal tax of 2 per cent., while paid at the source by the cor
poration, is not a tax on the corporation but a tax on the individual.
3. Income—Tax on Bonds—Gains—Profits.
The taxes so paid by a corporation for and on behalf of the indi
vidual bondholder come within the definition of income as “gains, profits,
and income derived from any source whatever” in section 1200 of the
act of 1917.
4. Bonds—Tax-Free Covenant—Tax Paid by Obligor.
The tax-free covenant in the bonds is equivalent to an agreement of
the obligors to pay the owners the agreed rate of interest plus the taxes,
and it is immaterial whether the taxes are paid by the owners of the
bonds to the government and the amount thereof refunded by the obligors
to the owners, or whether under the covenant and the statute the taxes
are paid direct to the government by the obligors, since the tax is on
the individual but collectible from the corporation, the corporation
paying the tax because of its contract with the bondholder.

United States District Court, Eastern District of Pennsylvania.
George V. Massey v. Ephraim Lederer, collector of internal revenue for the
first district of Pennsylvania.
Upon trial before the court without a jury.
[December, 1921.]
This is a suit brought against the defendant as collector of internal
revenue for the first district of Pennsylvania to recover the sum of $21.31,
being the amount of additional income tax alleged to have been unlawfully
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assessed against the plaintiff for the year 1917 under the revenue acts of
1916 and 1917 and paid under protest to the defendant.
The facts are as follows: In February, 1918, the plaintiff filed with the
defendant a return of his taxable income for the year 1917. On his gross
income, the sum of $8,880 was received as interest on bonds of certain
corporations containing covenants, varying in form, but to the same effect,
agreeing to pay to the bondholder interest at the prescribed rate without
deduction of taxes imposed under any law of the United States. The
normal tax of 2 per cent. upon the income thus derived was $177.60, which
was accordingly so assessed by the commissioner of internal revenue, and
withheld and paid under the provisions of title XII, section 1205, sub
division (c) of the revenue act of October 3, 1917, amending subdivision
(c) of section 9 of the revenue act of September 8, 1916, by the corporate
obligors of said bonds. In September, 1919, the plaintiff was notified by
the commissioner of internal revenue that upon an office audit of his
income-tax returns for 1917, the said amount of $177.60, payable by the
several corporations under the tax-free covenants of the said bonds, was
“in the nature of additional income to bondholder” and was subject under
the revenue acts of 1916 and 1917 to additional taxes of $21.31. Taxes
to that amount were accordingly assessed and paid by the plaintiff under
protest. A claim for refund having been duly made and rejected by the
commissioner of internal revenue, the instant suit was brought.
The question involved is whether the sum of $177.60, representing the
aggregate of the normal 2 per cent. tax withheld by the corporate obligors
and by them respectively paid to the defendant, constitutes an increment
of taxable income which should have been included in the plaintiff’s return
as part of his gross income for the year 1917. There is no dispute in the
case that the taxes assessed upon the amount in question were assessed
under the applicable provisions of the acts of 1916 and 1917 as to
percentage.
Title XII, section 1200, of the revenue act of 1917, defining the net
income of taxable persons, provides: “(a) That, subject only to such
exemptions and deductions as are hereinafter allowed, the net income of
a taxable person shall include gains, profits, and income derived from
* * * interest, rent, dividends, securities, * * * or gains or profits
and income derived from any source whatever.”
The situation may be stated as follows: The plaintiff was the holder of
corporate obligations by the terms of which the obligors respectively con
tracted to pay interest annually at a certain rate upon the principal debt.
They contracted in addition that the amount paid should be without
deduction for taxes due the United States. It goes without saying that
this covenant included taxes otherwise payable by the individual upon the
principal or interest received.
Under the statutes, interest received by the bondholder is made subject
to an income tax at varying rates, and title XII, section 1205, subdivision
(c) of the revenue act of 1917, requires that the normal tax shall be with
held by corporate obligors where the obligation contains a tax-free cove
nant or contract. In such case the tax is imposed upon the individual
owning the obligations; but instead of being paid by him and recoverable
by him from the corporate obligor, congress, in order to prevent multi
plicity of collections and obtain direct payment, has provided that the tax
shall be paid to the government by the corporation which has obligated
itself to pay the tax for the bondholder. The money paid by the corporate
obligor pays the debt of the individual owner to the United States and
not a debt of the obligor to the United States, it being under its contract
obligated only to the bond owner, but the statute required to pay directly
to the government and not to the owner. It pays under the statute because
of its contract with the owner and not because of any tax assessed against
it. By assuming to pay the interest free of taxes, when the interest
accruing to the bondholder is made subject to taxes and it pays those taxes
to the government for the individual, the same situation is created as when
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a tenant under a lease covenants to pay the taxes upon real estate. The
rental of the leased premises is thereby increased by the amount of the
taxes and the total becomes income to the lessor, subject under the revenue
acts to deduction, but nevertheless income equally with the rent named
in the lease.
The tax-free covenant in the bonds is equivalent to an agreement of
the obligors to pay the owners the agreed rate of interest plus the taxes,
and it is immaterial whether the taxes are paid by the owners of the bonds
to the government and the amount thereof paid by the obligors to the owner
or whether under the covenant and the statute the taxes are paid direct
to the government by the obligors.
This conclusion is sustained by the reasoning in the case of Houston
Belt and Terminal Railway Co. v. United States (250 Fed. 1) ; Blaylock v.
Georgia Railway & Electric Co. (245 Fed. 387); Rensselaer & Saratoga
Railroad Co. v. Irwin (239 Fed. 739, affirmed in 249 Fed. 726).
The taxes paid for the plaintiff by the corporation come within the
definition of income as “gains, profit, and income derived from any source
whatever” in the act of 1917.
The, contention of counsel for the plaintiff is that the duty imposed upon
corporate obligors by the act of 1917, where their obligations contain taxfree covenants, constitute in effect an imposition of the tax directly upon
the corporation and that the argument is strengthened because the corpo
ration is not allowed to deduct taxes under tax-free covenants from its
gross income while deducting certain portions of the interest paid upon
its obligations. I perceive nothing in this argument to indicate that the
tax is laid upon the corporation rather than upon the individual. It is
the normal tax of 2 per cent. upon the individual which the corporation
is obliged to withhold. The argument that congress intended to lay the
tax on the corporation because it did not permit the tax so paid to be the
subject of a deduction has little weight when we find that congress also
did not allow corporations a deduction for all of the interest paid by them,
but only for interest upon the amount of their indebtedness not in excess
of their paid-up capital stock or, if none, the amount of capital employed
plus one-half of the interest-bearing indebtedness then outstanding. The
net income upon which taxes are payable is what remains out of gross
income after deduction of what is permitted to be deducted by law and
we can not draw the broad conclusion that congress intended the 2 per
cent. normal tax imposed on the individual to be construed as a tax not
upon him but upon the corporate obligor because of the denial of the
right to deduct such taxes so paid from the gross income of the obligor.
—Traylor Engineering and Manufacturing Co. v. Lederer (266 Fed. 583);
First National Bank of Jackson v. McNeel (238 Fed. 559).
The conclusion is that the plaintiff is not entitled to recover and judg
ment will be entered for the defendant.
John A. Maught, Emile Bienvenu, George C. H. Kernion and L. E.
Schenck announce the formation of a partnership under the firm name of
Maught, Bienvenue, Kernion & Schenck, with offices in the Canal-Com
mercial building, New Orleans, Louisiana.

Barrow, Wade, Guthrie & Co. announce the removal of their New York
office to the Equitable building, 120 Broadway.
O’Toole & O’Toole, Minneapolis, Minnesota, announce that Thos. H.
Bibbs has been admitted to partnership.

Ornstein, Rifkin & Co. announce the removal of their offices to 331
Madison avenue, New York.
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by

H. A. Finney

Consolidated Balance-sheet—Mutual Stock Holdings

Editor, Students’ Department:
Sir: Would you be so kind as to solve the following problems, which
are a slight variation from the problem on “interdependent variables”
which appeared in the June, 1920, issue of the Journal:
Pboblem I.
Company A
Assets ........................... $100,000.00
Liabilities ....................... $50,000.00
Stock of B (@ 95).... 14,250.00
Capital stock.................. 75,000.00
Stock of C (@ 110)... 16,500.00
Surplus ........................... 5,750.00

$130,750.00

$130,750.00

Company B
Assets ............................. $50,000.00
Liabilities ....................... $40,250.00
Stock of C (@ 105)... 5,250.00
Capital stock................. 25,000.00
Deficit ........................... 10,000.00

$65,250.00

$65,250.00

Company C
Assets ........................... $50,000.00
Liabilities ....................... $10,000.00
Stock of B (@ 85).... 4,250.00
Capital stock................. 25,000.00
Surplus ......................... 19,250.00

$54,250.00

$54,250.00

Assumed: That there was no surplus nor deficit on the books of com
panies above listed at date holdings therein were acquired.
Problem II.
Same as above, only there was a deficit of $5,000.00 on Company B’s
books at date its stock was acquired by Company C, and, further, there
was a surplus of $5,000.00 on Company C’s books at date its stock was
acquired by Company B.
Problem III.
Same as problems I and II above, except at date Company A acquired
the stock of Company B there was a deficit on Company B’s books of
$2,500.00 and, further, at date Company A acquired the stock of Company C
there was a surplus of $3,000.00 on Company C’s books.
Yours truly,
Washington, D. C.
X. Bender Tansill.
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There is no express statement as to what is required, but presumably
consolidated balance-sheets are wanted in each case.
Problem I

The peculiar difficulty in this problem arises from the mutual stock
holdings of Companies B and C. Company A owns stock in each of
these companies, and Company A’s surplus in the consolidated balancesheet should include its share of the profits of the two companies since
the date when it acquired their stock. But what was the true loss of
Company B? And what was the true gain of Company C?

Company B has made a loss of $10,000.00 from its own operations
since Company A acquired its stock; but this is not the true loss of
Company B, for B is entitled to its 20% of the earnings of Company C.
Company C has earned $19,250.00 since its stock was acquired by Com
pany B, but this is not its true income for the period because it must bear
20% of the loss of Company B.
Thus B’s loss is $10,000.00 minus its 20% of C’s profit; and C’s profit
is $19,250.00 minus its 20% of B’s loss. The true loss of B and gain
of C can be computed by algebra, but first it is desirable to ascertain what
percentage of stock is held within the organization.

A’s investment in
A’s investment in
B’s investment in
C’s investment in

B:$14,250.00 ÷.95 = $15,000.00 or
C: 16,500.00 ÷ 1.10 = 15,000.00 or
C: 5,250.00 ÷ 1.05 = 5,000.00 or
B: 4,250.00 ÷ .85 = 5,000.00 or

60%
60%
20%
20%

Let x = B’s true loss (after taking up its share of C’s profit)
Let y = C’s true gain (after taking up its share of B’s loss)
y
Then x = $10,000 -----5

and

x
y = $19,250 -----5

Returning to the equation for x, and substituting for y the value of y
in terms of x,
x

$19,250 — 5
x = $10,000 — (---------------- )
5

369

The Journal of Accountancy
x
x = $10,000 — ($3,850 ------ )
25
x
x = $10,000 — $3,850 + —
25
x — x/25 = $6,150
24/25 * = $6,150
x = $6,406.25

Returning to the equation for y, and substituting for x the value of *
in terms of y,
($10,000 —y/5
y = $19,250— (--------------------- )
5

y = $19,250 — ($2,000 — y/25)
y = $19,250 — $2,000 + y/25
y — y/25 = $17,250
24/24 y = $17,250
y = $17,968.75

Proof
$17,968.75
* = $10,000.00---------------5
= $10,000.00 —$3,593.75
= $6,406.25

$6,406.25
y = $19,250.00----------------5

= $19,250.00 —$1,281.25
= $17,968.75

There are two general methods for making eliminations in preparing
consolidated balance-sheet working papers. If the investment accounts
are carried at cost, the book value of the stock at the date of acquisition
is eliminated from the investment accounts and from the subsidiary capital
stock and surplus. The holding company’s proportion of any increase
in subsidiary surplus is added to the holding company’s surplus in the
working papers, and the holding company’s proportion of the subsidiary’s
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decrease in surplus is deducted from the holding company’s surplus. If
the holding company has taken up its share of subsidiary profits and losses,
by debiting the investment account and crediting surplus for subsidiary
earnings and by debiting surplus and crediting the investment account for
subsidiary losses, the book value of the subsidiary stock at the date of
the consolidated balance-sheet is eliminated.
In this case the investment accounts are all carried at cost, but the
preparation of the working papers will be simplified if adjustments are
made taking up each company’s share of the profits and losses of its
subsidiaries. After making these adjustments eliminations will be made
on the basis of present book values.

To adjust Company B’s accounts:
Balances per problem .........................................
1/5 of C’s gain ($17,968.75 ÷5).......................

Stock of C Deficit
$5,250.00 $10,000.00
3,593.75
3,593.75

Adjusted balances ................................................

$8,843.75

$6,406.25

To adjust Company C’s accounts:

Balances per problem .........................................
1/5 of B’s loss ($6,406.25 ÷ 5).......................

Stock of B Surplus
$4,250.00 $19,250.00
1,281.25
1,281.25

Adjusted balances ..............................................

$2,968.75 $17,968.75

To adjust Company A’s accounts:

Balances per books .......................
3/5 of B’s loss ..............................
3/5 of C’s gain ..............................

Stock of B Stock of C Surplus
$14,250.00 $16,500.00 $5,750.00
3,843.75
3,843.75*
10,781.25 10,781.25

Adjusted balances .........................

$10,406.25 $27,281.25 $12,687.50

The above adjusted balances are used in the following working papers.
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$137,687.50

$65,250.00

$52,968.75

$54,375.00

$201,531.25

Eliminate present book value:
Capital stock: 60% of $25,000.00..................................
.............
.............
15,000.00
.............
Deficit:
60% of 6,406.25....................................................................................
3,843.75*
.............
Deduction from goodwill ..................................................
750.00*G
Stock of Co. C (60%) ........................................... 27,281.25
........................................................................................
Eliminate present book value :
Capital stock: 60% of $25,000.00..................................
.............
.............
15,000.00
.............
Surplus:
60% of 17,968.75....................................................................................
10,781.25
.............
Goodwill................................................................................
1,500.00 G
Stock of Co. C (20%) .............................................................
8,843.75
...............................................................
Eliminate present book value:
Capital stock: 20% of $25,000.00..................................
.............
.............
5,000.00
.............
Surplus:
20% of 17,968.75....................................................................................
3,593.75
.............
Goodwill ...............................................................................
250.00 G
Stock of Co. B (20%) ......................................................................................
2,968.75
......................................
Eliminate present book value:
Capital stock: 20% of $25,000.00..................................
.............
.............
5,000.00
.............
Deficit:
20% of 6,406.25....................................................................................
1,281.25*
.............
Deduction from goodwill ....................................................
750.00*G
D eficit.........................................................................................
6,406.25
.............
.............
.............
Eliminate Co. A’s 60% .........................................................
.............
.............
3,843.75
.............
“
Co. C’s 20% ...........................................................................................................
1,281.25
.............
Minority
20% .......................................
1,281.25 M

A ssess
Co. A
Co. B
Co. C
Eliminations
C. B. S.
Assets ........................................................................ $100,000.00
$50,000.00
$50,000.00
.............
$200,000.00
Stock of Co. B (60%) ........................................... 10,406.25
........................................................................................

Consolidated working papers

Company A and Subsidiaries
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Co. C
$10,000.00

Eliminations
C. B. S.
.............
$100,250.00
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Co. C

$137,687.50

$65,250.00

. . . . : ....................................................................................................

12,687.50

$52,968.75

$54,375.00

$201,531.25

...............................................................
12,687.50
17,968.75
......................................
Eliminate Co. A ’s 60% ....................................................
10,781.25
.............
“
Co. B’s 20% ......................................................................................................
3,593.75
.............
Minority
20% ....................................................
3,593.75 M

Surplus:
Co. A ..................................................................

Capital stock:
Co. A .................................................................. 75,000.00
...............................................................
75,000.00
Co. B ....................................................................................
25,000.00
...............................................................
Eliminate 60% held by Co. A .........................................
$15,000.00
.............
“
20% held by Co. C ...........................................................................................
5,000.00
.............
Minority 20% ................................................................
5,000.00 M
Co. C .............................................................................................................
25,000.00
......................................
Eliminate 60% held by Co. A .........................................
15,000.00
.............
“
20% held by Co. B ...........................................................................................
5,000.00
.............
Minority 20% ................................................................
5,000.00 M

Co. B
$40,250.00

Liabilities

Co. A
Liabilities ............... .................................................. $50,000.00

Students’ Department
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Company A and Subsidiaries B and C
Consolidated balance-sheet

Liabilities ...................... $100,250.00
Minority interests:
Co. B (20%) 3,718.75
Co. C (20%) 8,593.75 12,312.50

Assets .......................... $200,000.00
Goodwill.......................
250.00

Capital stock................
Surplus ........................

75,000.00
12,687.50

$200,250.00

$200,250.00

The goodwill and negative goodwill items appearing in the working
papers may be proved in the following manner:

A’s holdings of B stock:
Book value at acquisition:
Capital stock ............................................
Multiply by ..............................................

$25,000.00
60%

Book value of stock acquired ..................
Cost of stock ................................................

$15,000.00
14,250.00

Deduction from goodwill ............................

$

A’s holdings of C stock:
Cost................................................................
Book value at acquisition:
Capital stock ............................................
Multiply by....................................... ... .

750.00

$16,500.00

$25,000.00
60%

Book value of stock acquired ................

15,000.00

Goodwill.........................................................

$ 1,500.00

B’s holdings of C stock:
Cost................................................................
Book value at acquisition:
Capital stock ............................................
Multiply by................................................

$ 5,250.00

$25,000.00
20%
5,000.00

Book value of stock acquired..................
Goodwill .......................................................
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C’s holdings of B stock:
Book value at acquisition:
Capital stock ..............
Multiply by ................

$25,000.00
20%

$5,000.00
4,250.00

Cost .................................

$

Deductions from goodwill

750.00

Problem II

The facts in problem II are the same as those in problem I with the
exceptions stated; the costs of stock purchases remain the same, and
the surplus and deficit amounts at the dates of acquisition were:
B had no surplus nor deficit when its stock was acquired by A.
B had a deficit of $5,000.00 when its stock was acquired by C.
C had no surplus nor deficit when its stock was acquired by A.
C had a surplus of $5,000.00 when its stock was acquired by B.
Let x = B’s loss since its stock was acquired by C.
Let y = C’s gain since its stock was acquired by B.

Then $10,000.00 — $5,000.00 = $5,000.00 B’s loss from own operations
since acquisition by C.
and $19,250.00 — $5,000.00 = $14,250.00 C’s gain from own operations
since acquisition by B.

Then x = $5,000.00 — 1/5 y.
and y = $14,240.00 — 1/5 x.
Returning to the equation for x and substituting for y the value of y
in terms of x,

$14,250.00 — x/5
x = $5,000.00 — (--------------------- )
5

x = $5,000.00 — ($2,850.00 — x/25)
x = $5,000.00 — $2,850.00 + x/25
x —1/25 x = $5,000.00 — $2,850.00
24/25 x = $2,150.00
x = $2,239.58
Returning to the equation for y and substituting for x the value of x
in terms of y,
$5,000.00 — y/5
y = $14,250.00— (--------------------- )
5

375

The Journal of Accountancy
y = $14,250.00 — ($1,000.00 — y/25)
y = $14,250.00 — $1,000.00 + y/25
24/25 y = $13,250.00
y = $13,802.08
Proof

x = $5,000.00 —1/5 y
$13,802.08
x = $5.000.00---------------5
x = $5,000.00 —$2,760.42
x — $2,239.58
y = $14,250.00— 1/5 x

$2,239.58
y = $14,250.00---------------5
y= $14,250.00 —$447.92
y = $13,802.08

The next step is to adjust the accounts of the three companies by taking
up the gains and losses on subsidiary stock.
To adjust Co. B’s accounts:

Balances per problem .........................................
1/5 of C’s gain (1/5 of $13,802.08) ..............

Stock of C Deficit
$5,250.00 $10,000.00
2,760.42
2,760.42

Adjusted balances ..............................................

$8,010.42 $7,239.58

To adjust Co. C’s accounts:
Balances per problem .........................................
1/5 of B’s loss (1/5 of $2,239.58) ....................

Stock of B Surplus
$4,250.00 $19,250.00
447.92
447.92

Adjusted balances ..............................................

$3,802.08 $18,802.08

To adjust Co. A’s accounts:

Balances per problem ............. ....
3/5 of B’s $7,239.58 loss.........
3/5 of C’s $18,802.08 gain.......

Stock of B Stock of C
Surplus
$14,250.00 $16,500.00 $5,750.00
4,343.75
4,343.75*
...........
11,281.25 11,281.25
.........................

Adjusted balances .................. ....

$9,906.25 $27,781.25 $12,687.50
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Co. B
$50,000.00

Co. C
$50,000.00

Eliminations
C. B. S.
.............
$200,000.00
.............
.............

377
$137,687.50

$65,250.00

$53,802.08

$55,041.67

$201,697.91

.............
.............
Eliminate present book value:
Capital stock: 60% of $25,000.00.....................................................................................
$15,000.00
.............
Deficit:
60% of 7,239.58.....................................................................................
4,343.75*
.............
Deduction from goodwill ....................................................
750.00*G
Investment in stock of Co. C. (60%) .................... 27,781.25
.............
.............
.............
.............
Eliminate present book value:
Capital stock: 60% of $25,000.00...................................
.............
.........
15,000.00
.............
Surplus:
60% of 18,802.08....................................
.............
.............
11,281.25
.............
Goodwill.................................................................................
1,500.00 G
Investment in stock of Co. C. (20%) ....................................
8,010.42
.............
.............
.............
Eliminate present book value:
Capital stock: 20% of $25,000.00...................................
.............
.............
5,000.00
.............
Surplus:
20% of 18,802.08...................................
.............
.............
3,760.42
.............
Deduction from goodw ill ....................................................
750.00*G
Investment in stock of Co. B (20%) ......................................
.............
3,802.08
.............
.............
Eliminate present book value:
Capital stock: 20% of $25,000.00.....................................................................................
5,000.00
.............
Deficit:
20% of 7,239.58.....................................................................................
1,447.92*
.............
Goodwill ...............................................................................
250.00 G
D eficit .........................................................................................
7,239.58
...............................................................
Eliminate Co. A’s 60% .........................................................
.............
.............
4,343.75
.............
Co. C’s 20% ...........................................................................................................
1,447.92
.............
Minority
20% .........................................................
1,447.91 M

Co. A
Assets ........................................................................ $100,000.00
Investment in stock of Co. B (60%) ..................
9,906.25

A ssets

Company A and Subsidiaries B and C
Consolidated working papers .
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Co. C
$10,000.00

Eliminations
C. B. S.
.............
$100,250.00
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$137,687.50

$65,250.00

$53,802.08

$55,041.67

.

$201,697.91

12,687.50
...............................................................
12,687.50
Co. C .............................................................................................................
18,802.08
......................................
Eliminate Co. A ’s 60% ....................................................
11,281.25
.............
“
Co. B’s 20% ......................................................................................................
3,760.42
.............
Minority
20% ....................................................
.............
.............
...........
3,760.41 M

Surplus :
Co. A ..................................................................

Capital stock:
Co. A .................................................................. 75,000.00
...............................................................
75,000.00
Co. B ....................................................................................
25,000.00
...............................................................
Eliminate Co. A ’s 60%....................................................
$15,000.00
.............
“
Co. C’s 20% ...................................................
5,000.00
.............
Minority
20% ....................................................
5,000.00 M
Co. C .............................................................................................................
25,000.00
......................................
Eliminate Co. A ’s 60%....................................................
15,000.00
.............
“
Co. B’s 20% ...................................................
5,000.00
.............
Minority
20% ....................................................
5,000.00 M

Co. B
$40,250.00

L ia b il it ie s

Co. A
Liabilities .................................................................. $50,000.00
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Company A and Subsidiaries B
Consolidated balance-sheet

and

C

Assets ........................... $200,000.00
Goodwill .......................
250.00

Liabilities ...................... $100,250.00
Minority interests:
Co. B (20%) 3,552.09
Co. C (20%) 8,760.41 12,312.50
Capital stock................ 75,000.00
Surplus ......................... 12,687.50

$200,250.00

$200,250.00

The goodwill items in the working papers may be verified as follows:

A’s holdings in B:
Book value at acquisition:
Capital stock .....................................
Multiply by.........................................

$25,000.00
60%

Book value of stock acquired........... .......
Cost................................................................

$15,000.00
14,250.00

Deduction from goodwill .....................

$

A’s holdings in C:
Cost..................................................... .......
Book value at acquisition:
Capital stock ..................................... .......
Multiply by .......................................

$16,500.00
$25,000.00
60%

Goodwill................................................. .......
B’s holdings in C:
Book value at acquisition:
Capital stock..................................
Surplus ..........................................

.......
.......

Total .................................................. .......
Multiply by....................................... .......
Book value of stock acquired ......... .......
Cost....................................................... .......

Deduction from goodwill .................... .......
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750.00

15,000.00
$ 1,500.00

$25,000.00
5,000.00
$30,000.00
20%

$6,000.00
5,250.00
$

750.00
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C’s holdings in B:
Cost .................

$4,250.00

Book value at acquisition:
Capital stock .............
Deficit ........................

$25,000.00
5,000.00
$20,000.00
20%

Net ...........
Multiply by

4,000.00

Book value of stock acquired
$

Goodwill

Problem III
The conditions of this problem appear to be
Co. B had adeficit of $5,000.00 when Co.
Co. B had a deficit of 2,500.00 when Co.
Co. C had a surplus of 5,000.00 when Co.
Co. C had a surplus of 3,000.00 when Co.

as follows:
C acquired
A acquired
B acquired
A acquired

250.00

its stock.
its stock.
its stock.
its stock.

Then B’s loss since the acquisition of its stock by C was $2,239.58, the .
same as in problem II; and C’s gain since the acquisition of its stock
by B was $13,802.08, as in problem II. The loss and gain applicable to
A’s holdings are computed as follows:
Deficit and surplus at present (as in problem 2)..
Deficit and surplus at date of acquisition by A ....

Co. B
Co. C
$7,239.58* $18,802.08
2,500.00* 3,000.00

4,739.58* 15,802.08
60%
60%

Loss and gain since
Multiply by ...........

$2,843.75* $9,481.25

A’s share of loss and gain

Adjustment of A’s accounts:
Balances per problem ..
Loss on B stock ....
Gain on C stock.....

Stock of B Stock of C

Surplus

$14,250.00 $16,500.00
2,843.75*
9,481.25

$5,750.00
2,843.75*
9,481.25

$11,406.25 $25,981.25 $12,387.50

Adjusted balances
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Co. B
$50,000.00

Co. C
$50,000.00

Eliminations
C. B. S.
.............
$200,000.00
.............
.............

381
$137,387.50

$65,250.00

$55,802.08

$55,041.67

$201,397.91

.............
.............
Eliminate present book value:
Capital stock: 60% of $25,000.00...................................
.............
.............
$15,000.00
.............
Deficit:
60% of 7,239.58.....................................................................................
4,343.75*
.............
Goodwill.................................................................................
750.00 G
Investment in stock of Co. C. (60%) .................... 25,981.25
.............
.............
.............
.............
Eliminate present book value:
Capital stock: 60% of $25,000.00...................................
.............
.............
15,000.00
.............
Surplus:
60% of 18,802.08.....................................................................................
11,281.25
.............
Deduction from goodwill ....................................................
300.00*G
Investment in stock of Co. C. (20%) ....................................
8,010.42
.............
.............
.............
Eliminate present book value:
Capital stock: 20% of $25,000.00...................................
......................................
5,000.00
.............
Surplus:
20% of 18,802.08.....................................................................................
3,760.42
.............
Deduction from goodwill ..................................................
750.00*G
Investment in stock of Co. B (20%) ......................................
.............
3,802.08
.............
.............
Eliminate present book value:
Capital stock: 20% of $25,000.00...................................
.............
.............
5,000.00
.............
Deficit:
20% of 7,239.58.....................................................................................
1,447.92*
.............
Goodwill ...............................................................................
250.00 G
Deficit ..........................................................................................
7,239.58
...............................................................
Eliminate Co. A’s 60% .........................................................
.............
.............
4,343.75
.............
Co. C’s 20% ...........................................................................................................
1,447.92
.............
Minority
20% .........................................................
1,447.91 M

Co. A
Assets ........................................................................ $100,000.00
Investment in stock of Co. B (60%) .................. 11,406.25

A ssets

Consolidated working papers

Company A and Subsidiaries B and C

Students’ Department

Co. C
$10,000.00
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Minority

•

$137,387.50

20% ....................................................

$65,250.00

$55,802.08

12,387.50
.............
.............
Co. C .............................................................................................................
18,802.08
Eliminate Co. A ’s 60%....................................................
“
Co. B’s 20% ......................................................................................................

Surplus :
Co. A ..................................................................

Capital stock:
Co. A .................................................................. 75,000.00
......................................
Co. B ....................................................................................
25,000.00
.............
Eliminate Co. A ’s 60%....................................................
“
Co. C’s 20% .....................................................................................................
Minority
20% ....................................................
Co. C .............................................................................................................
25,000.00
Eliminate Co. A ’s 60%....................................................
“
Co. B’s 20% .....................................................................................................
Minority
20% ....................................................

Co. B
$40,250.00

L iabilities

Co. A
Liabilities .................................................................. $50,000.00

5,000.00 M

.............
.............
.............

75,000.00

$55,041.67

$201,397.91

3,760.41 M

.............
12,387.50
......................................
11,281.25
.............
3,760.42
.............

5,000.00 M

......................................
15,000.00
.............
5,000.00
.............

15,000.00
5,000.00

.............
.............

Eliminations
C. B. S.
.............
$100,250.00
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Company A

and

Subsidiaries

Consolidated balance-sheet

Liabilities ...................... $100,250.00
Minority interests:
Co. B (20%) 3,552.09
Co. C (20%) 8,760.41 12,312.50

Assets ........................... $200,000.00

Capital stock................
Surplus .........................
Capital surplus............
$200,000.00

75,000.00
12,387.50
50.00
$200,000.00

The capital surplus is the excess of the negative goodwill items over
the positive goodwill items in the working papers. The various items of
goodwill may be verified as follows:

A’s holdings in B:
Cost ......................
Book value at acquisition:
Stock ..........................................................
Deficit ........................................................
Net ............................................................
Multiply by ..............................................

Book value of stock acquired....................
Goodwill .......................................................

$14,250.00
$25,000.00
2,500.00

$22,500.00
60%

$13,500.00
$

750.00

A’s holdings in C:
Book value at acquisition:
Stock...........................................................
Surplus ......................................................

$25,000.00
3,000.00

Total...........................................................
Multiply by ...............................................

$28,000.00
60%

Book valueof stock acquired.....................
Cost................................................................

$16,800.00
16,500.00

Deduction from goodwill ...........................

$
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B’s holdings in C:
Book value at acquisition:
Stock ...............................................
Surplus .....................................................

$25,000.00
5,000.00

Total ..........................................................
Multiply by................................................

'

$6,000.00
5,250.00

Book value of stock acquired..................
Cost ...............................................................

Deduction from goodwill ............................
C’s holdings in B:
Cost ...........................................................
Book value at acquisition:
Capital stock ............................................
Deficit.........................................................

Net ............................................................
Multiply by................................................

$30,000.00
20%

750.00

$

$4,250.00

$25,000.00
5,000.00

$20,000.00
20%

Book value of stock acquired....... . ..........

. Goodwill .......................................................
Right to Offset

in

4,000.00
$

250.00

Partnership Settlements

Editor, Students' Department:
Sir : In a recent issue I noted your position in regard to offset of loan
against capital accounts. Would you kindly offer suggestion as to propriety
or duty of liquidator of the following dissolution of partnership?
When all outside debts are paid, losses or profits transferred to partners’
accounts, and all assets turned into cash, a partnership liquidator finds
the balance-sheet as follows:
Assets
Liabilities and Capital
Cash ............................ $15,600.00
Jones, loan ................... $ 2,500.00
Jones, capital ...............
900.00
Smith, loan ..................
4,000.00
Smith, capital .............. 10,000.00

16,500.00

16,500.00

Could you legally withhold from Jones any part of his loan, in order
to cover the deficit of capital account? Would it make any difference if
the loan account were a salary account? Assume that you are ready to
pay the $15,600.00 cash, could you be legally liable to Smith if you paid
Jones $2,500.00 for loan and he became insolvent before he paid back
the $900.00 due the partnership? Remember, it is due the partnership and
not directly to Smith. In this case it seems to me that legally Smith could
not hold you, any more than you can deduct a credit or abatement from
the government from some other tax or bill due the government. This
point of view will conflict with yours, but can you see any flaw in it?
Yours truly,
Boston, Massachusetts.
John E. Baker.
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Could you legally withhold from Jones any part of his loan in order
to cover the deficit of capital account? Yes. Jones owes the partnership
$900.00 on capital account. The partnership owes Jones $2,500.00 on loan.
The liquidator would be derelict if he failed to make the offset, unless
there are other creditors of Jones. In that case it might be necessary to
offset only the pro-rata amount which all creditors will receive in bank
ruptcy settlement.
Would it make any difference if the loan account were a salary account?
I do not think so, if Jones is a partner. It is very doubtful whether a
partner’s salary is a preferred claim, and even if it is the creditor has a
right to make offset against a preferred claim.
Would you be liable to Smith if you paid Jones $2,500.00 for loan and
he became insolvent before he paid back the $900.00 due the partnership?
Remember, it is due the partnership and not due directly to Smith. I
should say that the liquidator would be liable for not acting as an ordinarily
prudent man would act in handling his own affairs. The liquidator in
handling his own affairs would not think of paying a man $2,500.00 if that
man owed him $900.00. He would pay the difference. That is prudence,
and he would be held liable for failure to exercise prudence if he did not
pay the difference in conducting the liquidation. The fact that the debit
balance of Jones’s account is due to the partnership and not to Smith
direct has no bearing on the case. It is necessary to collect this amount
from Jones in order to pay Smith in full. If the liquidator does not
conduct the liquidation in such a way as to collect the debit balance (and
the offset is virtually a collection) Smith suffers from the liquidator’s
action.
It does not seem to me that your analogy in regard to taxes is perti
nent. The government protects itself by rules which do not apply to
dealings between individuals. For instance, I have a United States note
for five dollars on my desk. It is not good for the payment of duties on
imports and interest on the public debt. That is a special rule affecting
the relations of persons with the government; but it should not be set up
as an analogy to support an argument that paper money can not be used
for the payment of debts between individuals.
Income Prior to Construction
Editor, Students’ Department:
Sir: Will you be kind enough to advise how income derived, under
the conditions stated below, should be treated?
1. A acquired a building, subject to the rights of the tenants in the
property, who could continue to occupy the building for one month. A
intended to demolish the building as soon as he could obtain possession
thereof and to erect a building to be used in an entirely new enterprise
on the premises. He proceeds to do this as soon as the tenants have
vacated the property.
Is the rent thus derived properly creditable to rental income or should
it be treated as a deduction from the cost of acquiring the old and erecting
the new building?
2. During the course of erection of the new building above referred
to city and county taxes are paid. Are these items properly chargeable
to expense, or should they be treated as part of the cost of erection?
Yours truly,
Wilmington, Delaware.
I. Rees.
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In my opinion the rents received during the period before the leases to
tenants expire should be treated as other income. As long as the leases
continue in force, the property can not be used for plant purposes but is
necessarily held as an outside investment. The rents received constitute
income from this investment, and taxes and other expenses applicable to
this period are a deduction from the income.
Magnifying things makes them clearer. Suppose that the leases did
not expire for two years. It becomes more evident that during that time
the property is an outside investment. The amount of the item involved
does not affect the principle governing its treatment, and it seems to me
that the governing factor here is the fact that temporarily the property
is unavoidably an outside investment.
After the leases expire the property changes its nature. It is no longer
an outside investment and ceases to earn income. The taxes paid during
the construction period should not be charged to income, since the property
is not an income-producing investment. The taxes are properly chargeable
to the cost of the completed property.

It is announced that the firm of Hilton, Mahon & Knowles, of Chicago,
has been dissolved, and that W. P. Hilton and D. E. Knowles have
withdrawn. The practice will hereafter be continued by Mahon & Dvorak.

Eric L. Kohler and Paul W. Pettengill announce the formation of a
partnership under the name of Kohler, Pettengill & Co., with offices in
State-Lake building, Chicago, Illinois.
Francis A. Wright & Co. announce the removal of their offices to 515517 Republic building, Kansas City, Missouri.

Abadie, Burgess, Hessenbruch & Tanner announce the removal of their
offices to 50 Church street, New York.
Harry B. Mills announces the opening of an office at 820 Central
building, Los Angeles, California.
Alfred Rose & Co. announce the removal of their office to 140 Cedar
street, New York.

Robert J. Hyland announces the removal of his offices to 126 Liberty
street. New York.
Park, Potter & Co. announce the removal of their New York office
to 141 Broadway.
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Provision for Obsolescence
Editor, The Journal of Accountancy:
Sir: In studying the article by Mr. Saliers on the subject of
capitalizing obsolescence, published in the January issue of the
Journal, certain comments occurred to me as of possible interest to
the profession.
The thesis advanced appears to be two-fold: that from an account
ing standpoint there is no such thing as obsolescence and that the
unreturned cost of obsolete machinery should be amortized by adding
it to the cost of the new machinery.
As regards the latter part of the thesis, I believe most of us would
agree with Mr. Saliers in principle, whether by addition to the new
machinery cost or by an amortization account, the latter method
being preferred by the writer in most instances. But as to the first
proposition that there is no period of obsolescence—that between
the efficient and the obsolete there is no intervening state of becoming
obsolete, it would seem that serious issue might be taken.
To use the author’s own illustration, with the new machine cost
ing $4,333.33 (p. 16), there would be a brief moment of equilibrium,
a period when capitalized costs would balance. Yesterday the machine
was efficient, because the capitalized cost of the old was below that
of the new; today they are equal; add tomorrow’s slight depreciation
and the machine is obsolete. It is to such a fine point that the theory
leads us. In the case before us the new machine is on the market,
giving lower cost of production to the concern’s competitors; and yet
we deny the obvious, that the equipment is obsolescent, approaching
the obsolete (according to the author himself) by the amount of the
daily return of the cost of the old machinery.
If we accept this theory, which seems amply proved by Mr. Saliers’
series of illustrations, it follows that that concern which makes the
most liberal allowance for the return of cost of its obsolescent
machinery soonest reaches the point at which the machinery becomes
obsolete, and thereby lowers its cost of production to the level of
its competitors. An alteration of the unrecovered cost elements in
the author’s illustrations will demonstrate this point if any demon
stration is needed.
It would follow that where a state of obsolescence is known to
exist, the progressive concern will hasten the writing off of such
equipment to reach a parity on cost with its competitors, rather than
await the normal reduction by ordinary depreciation, which on final
analysis only throws the burden of decreased profits on future years.
But is it necessary or advisable to wait until new methods and
new machinery are on the market before providing for obsolescence?
We might even go so far with the author as to admit that no actual
obsolescence exists until the discovery of improved equipment to
lower production costs. Even so, is it not desirable to make some
provision therefor?
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The author has likened loss on obsolete machinery to a fire loss.
In view of its uncertainty that is perhaps as good a comparison as
any. But does Mr. Saliers advocate that no fire insurance be carried,
merely because he would amortize a fire loss not covered by insur
ance? It is possible that Lloyd’s would write obsoleteness insurance,
and a concern might well be justified in carrying it. However, the
practice of carrying their own insurance is not a new one with many
concerns, and an obsolescence reserve might be justified on the same
grounds and by the same arguments.
The writer admits freely that obsolescence is a factor which may
be entirely ignored in many classes of property. In some few
instances separate reserves might be set up to advantage, but in the
majority of cases it would seem that the best method of inclusion
would be, as it usually is today, as a factor in determining a proper
depreciation rate.
Yours truly,
Edwin E. Adams.
Seattle, Washington, March 16, 1922.

“Causes of Examination Failure”
Editor, The Journal of Accountancy:
Sir: I have read with much interest a succession of articles and
letters on the causes of examination failure. May I present my views
on the subject as one who took the examination and passed the first
time?
First, no doubt there are many candidates who are full of theory
but who have not the experience necessary to enable them to solve
a problem which is entirely new to them. In addition to these there
are many experienced accountants who go up for examination who
are hopelessly ignorant of many of the fundamental theories which
underlie good accounting, auditing and commercial law. In fact, I
might add that I have met several men who hold the degree of
C. P. A. who fall in this category.
Of course the remedy to these conditions is more reading and
more practice. The Institute has prepared a selected list of books
through which any experienced accountant can thoroughly prepare
himself to pass the examination.
Second, to a certain degree it is possible to predict what the
nature of the leading questions in the examination will be. This is
a stunt that is well known to college students, and a thorough
perusal of previous examinations will show that the questions move
in cycles. Further, a study of personnel on the board of examiners
is apt to give one an insight into the particular type of problem
that these examiners might present. Lack of insight in these respects
is also a cause of examination failure.
Third, the question of nervousness is one that plays a large part
in these examinations. I know a successful candidate who went to
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the room where the examination was to be given a week before the
date of the examination and spent the afternoon there so that he
would be accustomed to his surroundings. Concentration in a
problem, however, is the best method of avoiding nervousness. No
doubt college students and others who have taken many examina
tions have the advantage over the rest in this respect.
Fourth, it always has seemed to me that many failures are due to
the lack of ability on the part of the candidate to convey his ideas
in good, coherent English. This is a very important matter but is
easily underestimated because most of us believe we express our
selves perfectly. However, I quote a sentence taken from the April,
1922, number of The Journal of Accountancy to prove that this is
not always so.
“It seems to me that part of the explanation as to why so many
are crowding the so-called accounting schools and colleges is that
it has frequently been stated in the public press, through speeches
by accountants and statements by others, that the public accounting
field is a gold mine with unlimited income, and that there are not
enough certified public accountants to take care of the business that
is waiting for them every day; and this publicity is capitalized by
many schools.” By the time one reaches the end of a sentence like
the above he is apt to have forgotten the thought at the beginning
of it.
Fifth, another important cause of failure is the unwillingness of
the candidate to admit that he does not know the answer to a given
problem. It is best to remember that the man who is correcting the
paper is a human being. If there is a particularly abstruse problem,
such as, for example, the question on municipal accounting in the
November, 1921, examination, and ninety per cent. of the candidates
do not know the answer to this question but proceed laboriously to
fill pages of material conveying what they know of municipal account
ing in general, the examiner is apt to mark the bluffers rather severely
and will certainly welcome a frank confession on the part of the
candidate that he does not know the answer.
Yours truly,
Harry Ober, C.P.A.
Boston, Massachusetts, April 4, 1922.

George V. Whittle & Co. announce the removal of their offices to the
L. C. Smith building, Seattle, Washington.
Wm. J. Weinhoff & Co. announce the opening of offices at 536 M. & M.
Bank building, Milwaukee, Wisconsin.

Hyman Friedman announces the removal of his office to 32 Union
square, New York.
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HOW TO RUN A STORE, by Harold Whitehead. Thos. Y. Crowell
Co., New York. 300 pp.
How to Run a Store is a book of wise advice to the small retail
storekeeper or to the man who thinks of becoming one. It tells him
what he should do and what he should not do if he hopes to succeed,
facts that are often as plain as a pikestaff to the intelligent observer,
yet too frequently unsuspected or ignored by the dealer himself.
It flays unmercifully, yet good-humoredly, the lazy proprietor who
bemoans the competition of the “chain-store” and the great depart
ment store, but points out how such competition may be met. The
remarkable effect of rapid turn-overs and cash discounts on profits is
emphasized, as is also the importance of trifles in increasing sales.
Last but not least in the eyes of the accountant, it shows in simple
but pertinent illustration the folly of the dealer who “does not bother
to keep books.”
All the suggestions and warnings are intensely practical and based
on common-sense and sound psychology. Indeed the book might
well be entitled “Psychology of retailing,” but that it would probably
scare away many who ought to read it. Withal in its witty and
humorous style of enforcing its points the book displays a fine
psychology of “selling” its advice, even in chapter XXIII where the
ostensible employment of a certified public accountant is used to
fortify a very plausible defence of the fallacy of charging interest
on capital employed as an expense although not actually incurred.
The book is well worth while to the small storekeepers of the
country and it is to be hoped that a wide circulation among them
will help to reduce the great mortality in that class of trade. Public
accountants with small-town clients will find many helpful sugges
tions in it to pass on to them.
W. H. Lawton.

THE SOCIETY OF INCORPORATED ACCOUNTANTS AND
AUDITORS’ YEAR-BOOK, 1922. 106 pp.
The 1922 year-book of the Society of Incorporated Accountants
and Auditors of Great Britain contains the names of 3,360 members,
of whom 2,859 are in Great Britain and 501 in the colonies and
foreign countries. The society has organizations in fourteen towns
in Great Britain and Ireland and there are branch societies in Scot
land, Australia, South Africa and Canada.
WILLS, ESTATES AND TRUSTS, by Conyngton, Knapp and Pinker
ton. The Ronald Press Company, New York. 825 pp.

The first of these two books covers in a general way the transfer of
property by death, the method of settling estates and a review of inheritance
and income taxation as affecting estates. In the second book, banks and
trust companies as trustees, the law of trusts and the ways of account-keeping
and statement-preparation in estate work are the subjects discussed. Then
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follow sixty pages of forms and a short glossary of the terms com
monly used.
The greater part of the two books is devoted to a restatement of wellknown and generally admitted principles of law concerning which there
can be no dispute. It is doubtful, however, how valuable this kind of writing
would be in a specific case because of differences in local law, estate
accounting being almost wholly a local matter. These books obviously
were made to sell throughout the country and thus local laws and procedures
were necessarily given scant treatment. There is danger in too much gener
alization. For example, the authors state that “expenses of last illness,
cost of burial, and statutory allowances for the family must be paid first,
and these three kinds are considered equal.” That certainly is not the law in
many jurisdictions. Expenses of last illness are usually debts of the dece
dent and entitled to no preference. It has been held that such expenses
of a deceased married woman are not charges against her estate at all,
because they are personal obligations of her husband.
The books make a plea for the employment of trust companies in the
settlement of estates. In the preface the authors write: “As the advan
tages of appointing corporate trustees become better known many more men
will make banks and trust companies their executors. * * * Personal
executorship may then become entirely a thing of the past”
That part of volume II which concerns the accounting for estates and
of which Mr. Pinkerton is named as author leaves us, editorially speaking,
pleasantly reminiscent. It brings to mind many Saturdays, Sundays and
holidays in the summer and fall of 1908 when we, again editorially, were
preparing the course known as Accounting 8 for the School of Commerce of
New York University. The chief points of this course were reduced to
writing for the Alexander Hamilton Institute and published by it in
volume X of its edition of 1911. Certain individuals later secured the right
to republish this part under the enlightening corporate cognomen of “Key
Publishing Company.” This new book was widely advertised with a circular
showing an obviously busy and seemingly successful executive holding the
book almost affectionately and exclaiming so that all who saw the circular
could hear him, “It’s worth $10,000 a year to me.” It was, as one might
say, gratifying to have the book thus appraised.
However, to return to the book under review. The temptation to make
comparisons is too strong to resist. For brevity, the earlier volume will be
referred to as the Key book. It is understood that the Ronald Press owns
the copyright of this former book which was allowed to get out of print.
In the Key book we read that it is the belief of many persons that “all an
executor has to do is to receive and disburse money and at the end of his
administration fill out a blank form provided by the clerk of the probate
or surrogate’s court. * * * Will makers have persisted in requiring
only social qualifications until the incompetence of executors generally has
become a matter of common knowledge.” Thirteen years later Mr. Pinkerton
writes that people are still thinking that “the * * * duties of an executor
are to receive and disburse money and at the end of his administration to fill
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out a blank form provided by the clerk of the probate or surrogate’s court.
* * * testators * ♦ * have persisted in requiring only social quali
fications. * * * The incompetence of executors generally has become a
matter of common knowledge.” This is a bad situation because, as stated
in the Key book, “estates are greater in size than ever before and the
work of the executor has increased proportionately.” Mr. Pinkerton agrees
when he says: “Estates are larger than ever before and the work of the
executor has increased proportionately * * *.”
Executors were warned in the Key book that “many courts have held
that where an executor fails to keep current books or keeps them in such
manner that it is impossible readily to prepare the final accounting, the
executor may be charged personally with the expense of preparing the final
account. Consequently it is desirable that the executor keep his current
accounts in a way which will enable him to prepare his final accounting
without difficulty and at the same time to handle his current work without
unnecessary labor.” Mr. Pinkerton seems to be of the same opinion for
he writes: “If the executor fails to keep books or keeps them in such a
manner that it is impossible readily to prepare the final accounting, he may
be charged personally with the expense of drawing off that account. For
this reason it is especially desirable that the executor keep his current
accounts in a way which will enable him to prepare his final accounting
without difficulty and at the same time to handle his current work without
unnecessary labor.”
While it is highly commendable in Mr. Pinkerton to avoid the split
infinitive by writing “readily to prepare,” it is to be regretted that in other
cases he has not been as careful in the use of words as he might have been.
For instance, he speaks of “cash divided among the heirs-at-law.” If by
any chance he should ever see the Key book, he will discover that in it
such technical words as heirs, next-of-kin, legatees and devisees are used
correctly.
In the illustrative example used in the Key book the testator died on
October 15, 1908, while in that used by Mr. Pinkerton he did not die until
October 15, 1919. On November 17, 1908, the executor procured certified
copies of the will and letters testamentary at an expense of $10.40. On
November 17, 1919, just exactly eleven years to a day, the same copies still
cost $10.40. Here is one item in the cost of living which did not increase.
In 1908 certain money was stolen and the Key book states, “Since the money
stolen belonged to income, the loss of it is charged to income and thus
does not fall upon the general assets of the estate.” Mr. Pinkerton deals
with a similar loss by saying, “The loss would be charged against income
because the money stolen belonged to income and the loss should not fall
upon the general assets of the estate.”
Space does not permit further comparisons, of which there are many.
It should not be inferred, however, that the authors do not give credit
where they think credit is due. Montgomery’s Income-tax book and his
Auditing Theory and Practice receive honorable mention. So also do a
few other worth-while works, including the advanced accounting course
of the Walton School of Commerce.
Harold Dudley Greeley.
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INCOME TAX PROCEDURE, 1922, by Robert H. Montgomery. Ronald
Press Company, New York. 1,911 pp.
This is the sixth consecutive year in which this hardy perennial has
been reviewed in the Journal, and in 1921 it required three reviews, one
for each volume. Notwithstanding the temptation to air his own ideas,
each of the three reviewers has commented to a considerable extent upon
the book itself, and the present review might be constructed almost wholly
out of the preceding seven. Certainly, the following excerpts are as appli
cable to the 1922 edition as to the former ones which inspired them:
“Possesses the advantage of being complete up to a very recent date.”
“Instructive from the point of general accounting as well as of income-tax
procedure.” “The breadth and scope of the' work place it above and
beyond detailed comment.” “Comprehensive and logically developed."
“Much practical advice throughout the volume.” “Handles the subject in
a vigorous and common-sense way.”
The present edition has somewhat over 1,900 pages, of which about 100
are devoted to helpful indexes. In addition to a general index of 62 double
column pages, there are those covering the special laws relating to estates,
capital stock and excess-profits and others dealing with the law, the
revised statutes and the regulations. After an introduction of 27 pages,
the book is divided into sections concerned respectively with administrative
matters, determination of income, deductions, special classes of taxpayers
and the estate and capital stock taxes. At the end of the book, 100 pages
are devoted to bringing the excess-profits tax procedure up to date, 50 are
given over to forms, and nearly 100 are used in printing the revenue act
itself.
The typographical plan is excellent. Extracts from the law appear in
small, black-faced type; regulations, rulings and decisions are clearly
differentiated; the author’s comments, criticisms and illustrations are
printed in ordinary text type. The reader is materially assisted by finding
at the beginning of most chapters a short paragraph giving the keynote
of the chapter. He is further assisted by occasional quotations from the
dictionary when words like “usufruct” (p. 1,451) have to be employed.

The typography is remarkably good for a volume rushed to press. An
occasional error escaped detection, as, for example, on page 1,377, where
the printer decided that the first line of a paragraph should be the last.
Even here, the mistake is not serious, for a little ingenuity on the reader’s
part enables him to reconstruct the paragraph. It may be a good thing
to wake him up in this way, assuming that he has read the 1,376 preceding
pages. Seriously, however, this work is encyclopaedic—it is not recom
mended for light, continuous reading. Just to show that the reviewer has
at least glanced through the book, the attention of the publishers is
respectfully directed to the third line on page 1,488 where a letter “e”
fails to occupy its accustomed place in the word “different,” and to the first
line on page 1,484 where “gift” is printed “gife.” Incidentally, it is sug
gested to the learned author that in the next edition he use “devise”
instead of “bequeath” in the first line on page 1,483.

393

The Journal of Accountancy
These trivial comments are more by way of pleasantry than otherwise.
The 1922 edition is fully up to the standards set by the previous ones,
which is a genuine compliment. So many new matters are incorporated
that all of them cannot even be listed. Among the more important may
be mentioned the preparation of returns covering the sale of capital assets,
changes in the tax features of reorganizations, the application of losses
against income for subsequent years, the taxability of personal-service
corporations, stock dividends and claims for amortization.
One of the valuable features is the complete explanation of all of the
important supreme court decisions rendered during the year. Of these,
perhaps the most striking is the LaBelle Iron Works case (pp. 1,598 and
1,604), which held that appreciation cannot be included in invested capital.
This sustained the view that Colonel Montgomery has advanced ever since
the enactment of the 1917 law. He comments vigorously (p. 983) on the
seeming illegality of former regulations (now amended) defining the tax
ability of gains on the sale of assets, taking as his text the cases of
Goodrich v. Edwards and Brewster v. Walsh. The author’s contention that
the treasury has no power to question the reasonableness of salaries paid
in good faith by a corporation to its officers has been upheld by
United States v. Philadelphia Knitting Mills Co. (p. 871). The important
decisions of United States v. Phellis, and Rockefeller v. United States
concerning dividends paid in stock of other corporations are quoted at
length (p. 736).

There is a discussion on page 743 of cash dividends the taxability of
which has been questioned, but the reviewer has been unable to find there
or anywhere else in the book any reference to dividends declared by savings
banks and usually taxed on the theory that they are payments of interest.
This seems a fairly important matter in view of the increase of savings
bank deposits, and perhaps it should find a place in the next edition. It
would be helpful also to include a tax calendar showing due dates for
the various returns and payments. At present, taxpayers rely on banks,
publishing houses and enterprising accountants for such aids to the memory.
The chapter on the federal estate tax is a valuable addition to the book.
There appears, however, one statement which seems too broad. In arguing
against the taxability of life insurance (in excess of $40,000) payable to
beneficiaries other than the estate, the author says, on page 1,466: “The
proceeds of life insurance which do not go to a decedent’s estate never
formed any part of the decedent’s estate, nor were they liable for his
debts.” In New York, at least, such insurance can be reached by creditors
to the extent that it was purchased by premiums exceeding $500 a year.
It has been said that even the worthy Homer sometimes nods. But criti
cizing the author and his exceptionally able staff of collaborators is risky
because

“Those oft are stratagems that errors seem,
Nor is it Homer nods, but we that dream.”

Harold Dudley Greeley.
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labor cost and increased weekly wages. American Machinist, Jan. 5,
1922, p. 1-3.
Clark, Frederick C. Functions of Cost and Technical Men; technical men
have need of the cost accounting in developing processes. Paper,
Nov. 9, 1921, p. 29-30.
Cronin, J. McD. Predetermination of Costs. Industrial Management,
April, 1922, p. 221-4.
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Hendricks, V. K. Means of Determining the Average Life of Ties; an
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EDUCATION

Atkins, Paul M. Taking University Training to the Factory. Industrial
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ELECTRIC AND STREET RAIROADS
Stores Systems
American Electric Railway Engineering Association. Accountants’ Engi
neering, Joint Report on Stores Accounting read before the American
Electric Railway Engineering Association, at its convention held at
Atlantic City, N. J., October 3, 4, 5, 6 and 7, 1921. 13 p.

Valuation
New York (State). Transit Commission. Bureau of Valuation. Valuation
as of June 30, 1921, of the Physical Property of Rapid Transit and Street
Surface Railroads in the City of New York, together with the Financial
and Statistical Data Pertinent Thereto; February 15, 1922. 380 p. Ab
stract. Commercial and Financial Chronicle, March 25, 1922, p.
1250-2. Electric Railway Journal, Feb. 25, 1922, p. 333-6.
Rapuano, Joseph E. Method of Valuation of Railway Special Track Work;
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ELECTRIC LIGHT AND POWER COMPANIES
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Davey, Robert. Method of Accounting for Customer-Ownership Stock
Sales. National Electric Light Association Bulletin, March, 1922,
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Cost Accounting
Charlesworth, C. W. Electricity Supply with Special Reference to the Cost
of Production of Electrical Energy. Cost Accountant, Feb., Mar., 1922,
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EXAMINATIONS
C. P. A.
Tipson, Frederick S. Theory of Accounts. Ed. 3, revised and enlarged.
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Canada
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Accounting

American Gas Association. Continuous Inventory of Fixed Capital; report
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Cost Accounting

Comey, R. H. Why I Consider Costs Basic in Shaping My Policies. Fac
tory, April, 1922, p. 397-9.
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Accounting
Johnson, G. Underwriters' Accounts and Marine Insurance.
Organisation and Management, March, 1922, p. 502-7.
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INVENTORIES

Chamber of Commerce of the United States. Perpetual Inventory or Stores
Control. Washington, D. C., 1922. 30 p.
Holmes, Bert E. Ratio Chart Applied to Inventory Control. Industrial
Management, April, 1922, p. 243-5.
Valuation of Stocks; from the Yorkshire Post. Accountant, March 18,
1922, p. 372.

JEWELRY
Cost Accounting

New England Manufacturing Jewelers’ and Silversmiths’ Association.
Principles of Cost Accounting. 42 Weybosset Street, Providence, R. I.
1921. 23 p.

KNIT GOODS
Cost Accounting

Thistle, Raymond A. Costs in a Hosiery Mill. Textile World, Nov. 19,
1921, p. 39, 47.

LUMBER
Accounting

Hafner, G. W. Accounting.
44-5.

American Lumberman, Nov. 26, 1921, p.

MINING AND METALLURGY, COAL
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Reed, W. B. Cost Accounting in the Bituminous Coal Industry.
Review, Mar. 15, 1922, p. 20-1.
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Wolfe, George. Coal Taxes and Valuations in West Virginia.
Review, Mar. 29, 1922, p. 24.

Coal

Coal

MOVING PICTURES

Barber, John E. American Motion Picture Industry. Lefax, March, 1922,
p. 18-19.
Contents: Production; Classified cost of a typical feature; Distri
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MOTOR BUSES
Costs

Thorn, Wray T. Opportunities Exist for Rapid Transit Motor Bus Service.
Bus Transportation, March, 1922, p. 162-4.
Includes depreciation rates.

Rates

Charts Aid in the Analysis of Fare Schedules. Bus Transportation, April,
1922, p. 236-7.
Passenger Bus Express Rates Classified by Bulk Weight and Value. Bus
Transportation, March, 1922, p. 164.

MUNICIPAL
Accounting
Wetherall, R. A. Adaptation of Accounting Theory to Municipal Accounts.
Accountant, March 11, 1922, p. 342-9.
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NEWSPAPERS
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Bossert, Henry. Newspaper Accounting.
1922, p. 229-42.

Public Accountant, Feb. 28,

OFFICE MANAGEMENT

National Association Office Managers. Proceedings, 1921 Conference, Buf
falo, N. Y. Springfield, Mass., F. L. Rowland, Sec., Gilbert & Barker
Mfg. Co. 56 p. $1.
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United States. Federal Trade Commission. Summary of Report on the
Pacific Coast Petroleum Industry. Washington, Government Printing
Office, 1921. 21 p.
Pt. 2. Prices and competitive conditions.
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Coughlin, Edward T. A. Cost Accountants and Superintendents; the neces
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Paper, Nov. 16, 1921, p. 22-3.
Farrow, L. W. Main Elements of Paper Mill Costing; cost systems for
fine paper mills, the purpose they serve, and some fallacies. Paper,
Nov. 23, 1921, p. 24-30.

POWER PLANTS
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Winholt, Einar. Power Plant Records and Accounting; comprehensive sys
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ments. Power Plant Engineering, Dec. 15, 1921, p. 1193-6.
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Rothacker, F. J. What is a Cost System. American Printer, Jan. 20, 1922,
p. 44-5.

PUBLIC UTILITIES
Costs

Hendricks, V. K. Economics of Cross Tie Renewals; three methods of
calculating annual cost discussed in paper presented January 25th, at
annual meeting of American Wood Preservers’ Association. Engi
neering and Contracting, Feb. 15, 1922, p. 149-51.

Valuation
Brabant, Edmund J. Valuation of Public Utilities for Taxation; an outline
of the Wisconsin ad valorem system of valuation for taxation purposes
is presented—why a rate valuation is not applicable as a basis to compute
taxes. Electric Railway Journal, April 8, 1922, p. 600-2.

RAILROADS
Accounting

Roesch, F. P. Why Mechanical Men Object to Modernizing Motive Power;
present system of computing locomotive maintenance cost places unfair
burden on the motive power department. Railway Review, Sept. 3,
1921, p. 291-2. Discussion. Nov. 19, Dec. 17, 1921, p. 683-4, 836-7.
Stimson, Earl. Should Cost of Tie Treating Be Charged to Maintenance?
Engineering and Contracting, Mar 15, 1922, p. 255.
Thompson, Slason. Railways Waste over $150,000,000 in Unnecessary Book
keeping. Railway Review, Dec. 3, 1921, p. 755-6.

Stores System
Cunningham, W. J. Neglect of Storekeeping Causes Big Loss to Carriers.
Railway Review, Oct. 1, 1921, p. 444-5.
Yeomans, G. G. Administration of Railway Stores under Federal Control.
Railway Review, Dec. 3, 17, 24, 1921, p. 743-5, 824-6, 865-8.

RETAIL TRADE

Whitehead, Harold. How to Run a Store. New York, Thomas Y. Crowell
Company, cl921. 296 p. $2.50.
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SEWERAGE
Accounting

Lamb, Percy. Keeping Records and Accounts for a Small Sewerage Works.
Engineering and Contracting, March 29, 1922, p. 294-5.

SHIPS AND SHIPPING
Accounting

Nole, Ovidio. Accounting Procedures of Steamship Companies.
Student, April, 1922, p. 65-7.

Pace

STATES
Accounting

North Carolina. Act to Authorize and Direct the State Auditor to Cause
to be Examined, Audited and Adjusted to Various Accounts, Systems
of Accounts and Accounting of the Several State Departments and
Institutions. 1921, Chapter 163.

STEAM PLANTS
Cost Accounting

Houghton, T. E. Allocation of Boiler House Working Costs in Reducing
Steam Engine Plants. Electrical Review (London), Sept. 2, 1921, p.
304-5.

STOCK
No Par Value

Cooke, William W. Stock without Par Value; consideration of this new
device of corporate financing; of the dangers it may involve, and of
additional steps needed to protect creditors and purchasers. American
Bar Association Journal, Oct., 1921, p. 534-7.

STORES SYSTEMS AND STOCK RECORDS
Whitten, H. J. Holding Down Storeroom Costs.
p. 421-3, 428.

Factory, April, 1922,

TAXATION, UNITED STATES
Income and Excess-profits

Montgomery, Robert H. Income Tax Procedure, 1922; including federal
capital stock tax, federal estate tax and supplement to excess profits
tax procedure, 1921. New York, The Ronald Press Company, 1922.
1911 p. $10.
T. D. 3296, Income Tax—Inventories, Articles 1581-1588, Regulation No. 45
(1920 Edition), amended. Treasury Decisions, March 9, 1922, p. 8-12.

TERMINOLOGY
De Leeuw, A. L. Non-productive Costs. American Machinist, Jan. 5,
1922, p. 13-14.

TEXTILES
Cost Accounting
Gill, S. Lawrence. Textile Costs. Cost Accountant, Feb.-March, 1922,
p. 167-71, 215-8.
Loper, R. E. Simplicity in Cost Methods in Textile Industry. Textile
World, Nov. 5, 1921, p. 147, 151, 154.

TOYS
Heyman, Nicholas. Application of Production Methods to Toy Manufac
turers. Industrial Management, April, 1922, p. 246-50.

WATERWORKS
Accounting

New England Water Works Association. Waterworks Accounting.
Journal of the New England Water Works Association, Dec., 1921,
p. 373-84.

WHOLESALE TRADE

Rigby, Ernest. Cutting Down Office Expenses; a useful system for whole
salers. Business Organisation and Management, Jan., 1922, p. 295-6.
New York, 1921. 8 p.
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Flint

Lansing

QUALITY PORTFOLIOS
At Exceptional Prices
We offer Style No. 1000 C. P. A., size 17
by 12 in., made of heavy cowhide with three
wide pockets and small pocket for pencils
and memoranda at $12.50 each. This
bag has heavy straps all around, attached to
sliding, adjustable handle and solid brass
plate with turn buckle loop for padlock.

A. H. MICHAELS
31 Beaver St.

JOSEPH DIXON
CRUCIBLE CO.
Pencil Dept. 117-J
Jersey City, N. J.
Canadian Distributors:
A. R. MacDougall & Co., Ltd.
Toronto

New York
When writing to advertisers kindly mention The Journal

of

Accountancy

XIV

THE JOURNAL OF ACCOUNTANCY

3 and 4 Pockets. Size 15 and 16 inch. Patented adjustable
handle and lock or adjustable plate with Yale padlock. Smooth
finish cow-hide leather, also seal, walrus and pig skin.

Catalog cases made of smooth finish cow-hide leather, 2 large
and 2 small pockets. Size 15 to 18 inch. Other styles, sizes
and pocket arrangements.

Ask your dealer for Frank Mashek’s case—the kind you need for your purpose.
He should serve you. If not, write to us and we will quote on your requirements.

FRANK MASHEK & CO.
1914-16 Milwaukee Ave.
Chicago, Ill.
Manufacturers of Brief Cases, Portfolios,
Catalog Cases, Wallets

We guarantee all our cases as to
workmanship and material

Statement of the Ownership, Management, Circulation, Etc., Required by the Act of Congress
of August 24, 1912.
of The Journal of Accountancy, published monthly at New York, N. Y., for April 1, 1922.
State of New York
County of New York
ss.
Before me, a Commissioner of Deeds in and for the state and county aforesaid, personally appeared
Eugene C. Miles, who, having been duly sworn according to law, deposes and says that he is the Business
Manager of the Journal of Accountancy and that the following is, to the best of his knowledge and belief, a
true statement of the ownership, management (and if a daily paper, the circulation), etc., of the aforesaid
publication for the date shown in the above caption, required by the Act of August 24, 1912, embodied in
section 443, Postal Laws and Regulations, printed on the reverse of this form, to wit:
1. That the names and addresses of the publisher, editor, managing editor, and business managers are
Name of—
Post office address—
Publisher, The Journal of Accountancy, Incorporated
135 Cedar Street, New York, N. Y.
Editor, A. P. Richardson
135 Cedar Street, New York, N. Y.
Managing Editor, A. P. Richardson
135 Cedar Street, New York, N. Y.
Business Manager, Eugene C. Miles
135 Cedar Street, New York, N. Y.
2. That the owners are: (Give names and addresses of individual owners, or, if a corporation, give its
name and the names and addresses of stockholders owning or holding 1 per cent. or more of the total
amount of stock.) The Journal of Accountancy, Incorporated, 135 Cedar Street, New York, A. P.
Richardson as Trustee for The American Institute of Accountants, 135 Cedar Street, New York.
3. That the known bondholders, mortgagees, and other security holders owning or holding 1 per cent.
or more of total amount of bonds, mortgages, or other securities are: (If there are none, so state.) None.
4. That the two paragraphs next above, giving the names of the owners, stockholders, and security
holders, if any, contain not only the list of stockholders and security holders as they appear upon the books
of the company but also, in cases where the stockholder or security holder appears upon the books of the
company as trustee or in any other fiduciary relation, the name of the person or corporation for whom such
trustee is acting, is given; also that the said two paragraphs contain statements embracing affiant’s full
knowledge and belief as to the circumstances and conditions under which stockholders and security holders
who do not appear upon the books of the company as trustees, hold stock and securities in a capacity other
than that of a bona fide owner; and this affiant has no reason to believe that any other person, association,
or corporation has any interest direct or indirect in the said stock, bonds, or other securities than as so
stated by him.
5. That the average number of copies of each issue of this publication sold or distributed, through the
mails or otherwise, to paid subscribers during the six months preceding the date shown above is..................
(This information is required from daily publications only.)
EUGENE C. MILES, Business Manager.
Sworn to and subscribed before me this 15th day of March, 1922.
SUSAN RANNEY.
(Seal)
(My commission expires March 1, 1923.)
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Classified Advertisements

Copy for classified advertising must be in hand at the office of the Journal of Accountancy prior to the twentieth day of the month
preceding month of publication. Rates are $9 an inch or fraction for one insertion; $7 an inch or fraction each additional insertion

SITUATIONS WANTED

SITUATIONS WANTED

Scottish Chartered Accountant

Executive and Office Manager

(Glasgow* 1912). Invites correspondence from firms of
national reputation in the United States or Canada having
a staff position of executive responsibility awaiting a man
of advanced and thoroughly practical experience. Age, 32;
unmarried; eight years’ experience in western Canada,
branch manager (2), branch partner (2), private prac
tice (4). A change is sought to a larger field where the
opportunity for initiative, discernment and constructive
industry is unlimited and where the prospects for pro
fessional and material advancement are immediate and
substantial. Only a position of intrinsic merit and value
will receive consideration.
Box 299 c/o The Journal of Accountancy.

Executive accountant, now employed; age 33; married;
15 years’ experience in supervisory and executive work
and income tax; desires position as executive or office
manager. Salary $6,000.
Box 305 c/o The Journal of Accountancy.

Certified Public Accountant
Desires connection with well established firm of account
ants, as branch manager; location, Chicago, Cleveland,
Pittsburgh, Philadelphia, Baltimore or Washington, D. C.
Well acquainted with manufacturers, bankers and brokers
in all of the above cities. Member of Institute, National
Association of Cost Accountants, and twenty years’ prac
tical experience in public practice, including government
accounting, cost accounting, production engineering and
systematizing. American by birth; Gentile. Salary and
commission, or might consider partnership.
Box 300 c/o The Journal of Accountancy.

Certified Public Accountant
with many years of professional experience having a
limited number of clients could give part of his time to
firm of accountants in a senior capacity on a per diem
basis. Highest credentials.
Box 302 c/o The Journal of Accountancy.
Young lady graduate, of
Barnard College, having
completed the course of the Pace Institute with the ex
ception of the last semester, desires a position with a
first-class firm. Has a thorough knowledge of bookkeeping
in its higher branches, also both practical and theoretical
knowledge of auditing, financial statements and opening
and closing books. Prefers a position in New York below
14th street.
Box 303 c/o The Journal of Accountancy.

Office Accountant

Public Utility Auditor-Accountant
with four and one-half years’ experience in public utility
auditing, accounting, financing and rate procedure, de
sires position.
Box 309 c/o The Journal of Accountancy.

Certified Public Accountant
Recently senior member of a partnership voluntarily dis
solved. Wishes either to enter partnership or the employ
of another C. P. A. under a satisfactory arrangement.
Possesses extensive experience, personality, etc.
Box 307 c/o The Journal of Accountancy.

Auditor-Systematizer- Tax Specialist
Senior accountant experienced in taking charge of assign
ments, writing reports and installing systems. Has suc
cessfully handled many complicated tax problems. Auditor
and inspector internal revenue bureau 2 years; 5 years’
public practice. Desires connection with C. P. A. firm or
progressive corporation. Willing to locate in any state.
Box 313 c/o The Journal of Accountancy.

Certified Public Accountant
(recognized state) desires connection with reputable firm
having offices in Washington, D. C. Long accounting ex
perience; last three years supervising federal income-tax
work, desires position. Thorough, capable accountant,
exceptionally qualified to handle any federal tax matters;
active, energetic, able executive, competent to take charge
and direct office. Christian, married, age 31.
Box 315 c/o The Journal of Accountancy.

Controller-Executwe-Senior Acct.
Experienced as executive in positions up to manager of
large industrial organizations. Eight years with leading
New York C. P. A. firms. Capable of supervising sev
eral engagements. American; single. Desires position as
treasurer, secretary, controller, etc., or with progressive
high-class firm of C. P. A’s. No objection to leaving
New York or to traveling.
Box 317 c/o The Journal of Accountancy.

Accountant and Auditor
Graduate of recognized accountancy course, with several
years’ broad, practical accounting and auditing experi
ence, including two years with N. Y. C. P. A. firm, de
sires position. At present engaged in public accounting,
but desires to connect with good, live, progressive private
concern, anywhere in the United States. Age 29; married;
salary $3,000. Edward I. O’Brien, Box 312 c/o The
Journal of Accountancy.

Controller- General Auditor - Treas.
Chartered accountant, over ten years’ experience as pub
lic practitioner; also auditor for large bank some years;
well versed in finance; constructive ability; desires posi
tion as controller, general auditor or treasurer.
Box 304 c/o The Journal of Accountancy.
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MISCELLANEOUS
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familiar with federal procedure,
wishes position with established firm
desiring to open or now maintaining offices in the national
capital. American; experienced; married; age 35; em
ployed. Capable of high-grade work and qualified in every
way to act as Washington manager. Especially familiar
with public utility accounting practice and systems pre
scribed by federal and state regulatory bodies.
Box 310 c/o The Journal of Accountancy.

Accountant

N. Y. Certified Publie Accountant
desires to purchase practice or will invest in an estab
lished accounting firm. Age 30 years. Extensive experi
ence. State details.
Box 318 c/o The Journal of Accountancy.

HELP WANTED

Would like to
hear from any
public accountant in the middle-west desiring to sell his
practice.
Box 298 c/o The Journal of Accountancy.

Senior Accountant

Illinois Examination for Certified
Public Accountant

An opening in a mid-western office of a large public
accounting organization offers an unusual opportunity to
an experienced senior accountant with the right personal
and professional qualifications, preferably a member or
associate of the American Institute of Accountants or a
C. P. A. in some state where the degree has recognized
standing. A combination of strong industrial accounting
and some public practice will be given serious consider
ation.
We want a man prepared to do high-grade work and
qualified to take a responsible part in the future develop
ments of our organization.
In reply state age, education, whether married or single,
and complete chronological outline of business and pro
fessional experience. Describe in some detail responsi
bilities in present position, salaries received and expected,
and when free for new connection.
Replies will be received in confidence and no inquiries
made of present employers without express permission.

Box 311 c/o The Journal of Accountancy.

Wanted, an experienced account
ant who is thoroughly capable of
making surveys, devising and installing systems. Address,
A. Lee Rawlings & Company, Certified Public Account
ants, Norfolk, Va.

Systematizer

MISCELLANEOUS

Certified public accountant
will purchase practice of
retiring accountants within radius of 100 miles from New
York or anywhere within 50 miles from Boston.
Box 306 c/o The Journal of Accountancy.

Will Buy Practice

Certified public accountant of New
York, with many years of profes
sional experience, having business of his own, would like
to associate with a high-grade certified accountant having
an established clientele for the purpose of expansion.
Box 301 c/o The Journal of Accountancy.

Partnership

C. P. A. (N. Y.) with
Wall street experience
and moderate practice wants partnership in well-estab
lished accounting firm.
Box 319 c/o The Journal of Accountancy.

Desires Partnership

Will Purchase Practice

TO BE HELD MAY 18 AND 19, 1922
ROOM 1007, COUNTY COURT HOUSE, CHICAGO
The examination covers: Theory and Practice of Account
ing, Auditing and Commercial Law (as affecting account
ancy). For questions, copies of the regulations and appli
cation blanks, address:
G. P. Tuttle, Secretary, Committee on Accountancy,
University of Illinois, Urbana, Illinois.

Wishes to Obtain New York Practice
Established firm of certified public accountants located
principally in the Middle West desires to acquire by pur
chase or by merger of their New York business the prac
tice of an accountant located in New York.
Box 316 c/o The Journal of Accountancy.

Billing Machines for Sale
A large insurance company by reason of certain changes
in its accounting departments has for disposal a number
of Moon-Hopkins billing machines. These machines are
all in first-class condition, equipped with several “total
accumulators” and are comparatively new. Anyone inter
ested may secure one or more at a most attractive price.
Box 314 c/o The Journal of Accountancy.
and men of proven ability seeking po
sitions find our service extremely satis
factory. Our Mr, H. H. Harrison can confidentially
negotiate for you suitable connections as he has done for
thousands of others since 1909. Inquiries invited. The
National Business Bourse, Inc., Association Building,
Chicago.

Executives

Will Purchase Practices
Established Philadelphia firm of certified public account
ants has attractive proposition to purchase practice of
retiring accountants in Philadelphia or vicinity. Would
also consider affiliation.
Box 308 c/o The Journal of Accountancy.

Analysis Paper PRICES REDUCED
Quotations and samples on application
THE HENRY O. SHEPARD COMPANY
632 Sherman Street
Chicago, Illinois
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What is the Test of Value
of an Accountancy Training?
You are seeking an accountancy training. You investigate
the merits of this school and that school. What is the test
of value by which you finally decide? Not the price! Not
the amount of advertising it does! Then what?
Men who are choosing Vannais Training have determined
its value by the RESULTS it produces. The following
is a record of RESULTS achieved by Vannais Training.

In the three-year period from November, 1918, to
November, 1921, inclusive, EIGHTY-NINE Van
nais-Trained men passed the highest official tests that
can be given an accountant—the tests of the C.P.A.
examinations !

Such RESULTS have been produced chiefly because
Vannais Training gives you individual instruction,arranged
exclusively for correspondence study. You are taught ac
countancy in its various phases in an inter-related manner,
and also taught the direct influence that one phase has on
the others. You are furnished authoritative reference man
uals by Esquerré, Montgomery, Crane, Nicholson-Rohr
bach and Conyngton.
Write for your copy of “Applied Accountancy,” and learn
how Vannais Training produces RESULTS. Withyour in
quiry, submit a brief statement of your experience and aim.
A knowledge of double entry bookkeeping
is necessary for enrollment.

The Vannais Accounting Institute, Inc.
30 Asylum Street, Hartford, Connecticut
543 Call Building
San Francisco

150 Nassau Street
New York
5 South Wabash Avenue
Chicago

237 Plymouth Building
Minneapolis

Address Your Inquiry to Hartfora Office, Section “A"
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Modern business
depends upon Account
ancy-educated men and
women for value facts and
value analyses—for professional advice
and for executive direction in Account
ing and related matters.
Resident Day and Evening Classes in Accountancy and
Business Administration are constantly available at
Pace Institute, New York, Boston, Washington, and
Newark. A new Resident Day Class, with many dis
tinctive features, will be organized at Pace Institute,
New York, on July 6. Write for the new Day School
Bulletin.
Extension Study—One Month’s Trial $7
Pace Courses are also offered by Extension through the mails.
You may enroll in Extension for one month’s trial instruction for
$7-no obligation whatever to continue. Write now for details of
this $7 trial offer. Ask too for a complimentary copy of the helpful
booklet, “Making Ready.”

Pace & Pace
30 Church Street, New York City

715 G St., N.W.
Washington, D. C.

Tremont Temple
Boston, Mass.

From the shop of William Edwin Rudge, New York

24 William St.
Newark, N. J.

